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Accounting News And Trends 


MANAGEMENT ACCOUNTING 
PROBLEMS IN FOREIGN OPERATIONS 


With the continued expansion of 
American business abroad, the NAA 
Research Report 36, “Management 
Accounting Problems in Foreign Op- 
erations” (March 1, 1960), should 
have a wide reading public. Of course, 
the basic techniques of accounting for 
business transactions are the same re- 
gardless of the country in which the 
business is conducted, but problems 
arise in applying these techniques to 
various operations. This study began 
with an attempt to find out just what 
these problems were. 

The committee that cooperated on 
this report first surveyed some 51 
companies engaged in foreign opera- 
tions. After a review of the summary 
of this survey, the committee con- 
cluded that the unique accounting 
problems arise from accounting for 
transactions in different currencies 
where stable relationships between 
these currencies are lacking. Conse- 
quently, nearly two-thirds of this 71- 
page booklet is devoted to this phase 
of the problem and it is this presenta- 
tion that will be of most value to those 
who need specific help in their ac- 
counting for foreign operations. 

Others may find of greater interest 
the general description of the account- 





Accounting News and Trends is conducted 
by CHARLES L. SAVAGE, CPA. He is 
presently serving as a member of our So- 
ciety’s Committee on Accounting Procedure 
and is active in the National Association of 
Accountants. Dr. Savage is professor of ac- 
counting and chairman of the Business 
Administration Division of St. Francis Col- 
lege. He is also professor of taxation at 
the New York Law School. 


ing problems in foreign operations and 
the section on reporting to manage. 
ment on foreign operations. For ¢. 
ample, these are some of the items 
cited to show the difference between 
accepted accounting principles abroad 
and in the United States: 

1. The official recognition of cur 
rency inflation and the upward reval- 
uation of fixed assets in some coun- 
tries. One annual report of a foreign 
corporation states that profit can only 
be calculated after the purchasing 
power of the capital stock and su- 
plus has been maintained, and to 
achieve this end the replacement value 
principle is followed. 

2. Greater conservatism as te 
flected in more rapid depreciation. 
Sometimes depreciation rates are 9 
high they distort the financial reports 


3. Use of reserves to equalize prof- 
its from year to year. In Sweden, Fin- 
land and Denmark, a company is 
allowed to set up reserves for future 
inventory declines in an amount up 
to 60 percent of the yearend inven- 
tory. Other countries allow the charge 
for loss of bad debts to be calculated 
at 5 percent of credit sales. 


Most companies engaged in foreign 
operations prefer to employ local na- 
tionals in accounting positions. The 
availability of such personnel vaties 
from country to country, but even 
where the level of financial accountin: 
practice is high, the application o 
accounting as an internal management 
tool is seldom as advanced as in the 
United States. As a consequence, for- 
eign personnel may be inclined to put 
meticulous accuracy ahead of timeli 
ness in reports and may lack skill in 
using forecasts, budgets, and  stand- 
ards. 
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countant and Comptroller, 
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use Apsco products. 
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THIS NATIONAL SYSTEM paid for itself in less than one year. 


year... 


returns 106% annually on investment.” 


—Apsco Products, Inc., Los Angeles, California 


“Impressive money savings are only part of many benefits 
we've derived from our National Accounting System. 

“Its speed enables us to eliminate overtime. This speed 
allows us to have up-to-date daily balancing of all our ac- 
counts. Also gives us time to gain additional data—records 
formerly impractical from the standpoint of cost. Another 
benefit: Accuracy! Our National Accounting System auto- 
matically computes totals, which means all figures are free 
from mental errors. 

“The above benefits—plus many 
more—help our business operate 
with top efficiency. Best of all, our 
National Accounting System 
Saves us $6,600 a year... returns 
106% annually on investment.” 


Chief Accountant and Comptroller 


THE NATIONAL CASH REGISTER COMPANY, vayton9, ohio 
1039 OFFICES IN 121 COUNTRIES 
76 YEARS OF HELPING BUSINESS SAVE MONEY 
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Your business, too, can benefit from 
the many time- and money-saving fea- 
tures of a National System. Nationals 
pay for themselves quickly through 
savings, then continue to return you a 
regular yearly profit. National's world- 
wide service organization will protect 
this profit. Ask us about the ne 
Maintenance Plan. (See the yel- 

low pages of your phone book.) “Sy 
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HISTORY OF A STATE CPA SOCIETY 


For those accountants who would 
enjoy reading a description of how the 
profession has developed in a particu- 
lar state, “The History of Florida In- 
stitute of Certified Public Accountants 
and Predecessor Organizations” by 
Charles C. Potter, will be of interest. 
On April 19, 1905, the Jacksonville, 
Florida, newspaper carried an item 
stating that a meeting would be held 
that evening to approve articles of as- 
sociation for the Florida Society of Ac- 
countants. This appears to be the be- 
ginning of organized accounting in the 
state. Only two accounting firms ap- 
peared in the city directory for that 
year, and these, together with one in 
Tampa and another one in west Florida, 
constituted the charter group. Another 
newspaper item of the same year reports 
on a suit by an accountant to collect his 
fee and the jury determined that the 
services of a well-qualified accountant 
were worth from $2.50 to $3.50 a day. 

The Society was almost immediately 
successful in having the State Legisla- 
ture set up a State Board of Account- 
ancy to grant CPA certificates to those 
who passed the prescribed examina- 
tions. This action made Florida the 
eighth state in the union to pass an ac- 
countancy law but it was the first such 
law in a southern state. 

In 1916 the organization was reor- 
ganized as the Florida Society of 
CPAs and by 1924 the number of 
members was twenty. The Society was 
incorporated in 1928 as the Florida In- 
stitute of Accountants and the name 
was changed to its present form in 
1958. 

Some conception of the growth of 
the profession in Florida can be gained 
by two items in the report; (1) the 
total membership reported in 1956 was 
811, and (2) more than 300 Florida 
candidates took the November 1958 
CPA examination. 


Written in a pleasing style, this 45. 
page booklet describes the develop. 
ment of a dynamic profession in an 
expanding state. 


READABILITY AND TECHNICAL ARTICLES 


In what might be construed as q 
hint to its contributors, Systems & Pro. 
cedures is running a three-part article 
by John Seward Fielden on “Writing 
Readability into Technical Articles’ 
(Part I in May 1960). In recent years 
much has been written on readability, 
and formulas for determining it in or- 
dinary material have been developed. 
In general, these formulas involve those 
elements of prose which lend then- 
selves to “objective” analysis: sentence 
length, number of syllables, familiar 
and unfamiliar words, and_ personal 
and impersonal words found per s0- 
many words. Unfortunately, these 
standards do not apply to technical 
writing but this does not relieve the 
writer of seeking to achieve it. 

In technical writing, then, read- 
ability will not be attained by the hope- 
ful application of any magic formulas, 
but rather from a thoughtful approach 
on the part of the writer to every as- 
pect of the technical article. It wil 
result when the writer understands the 
psychology of the reader, realizes what 
the reader needs to know, and is aware 
of how the reader can be led through 
the labyrinth of the most difficult paper 











BOOKS, FORMS 


AND STUDIES 
By Freperick M. E1sner, C.P.A. 


Used in teaching his courses on Dis- 
tribution Cost Accounting and Controls 
for Cost Reduction Purposes at the 
Baruch School of Business Administra- 
tion, City College, N. Y. 


Complete Set, $15. 


CHARLES M. EISNER 
70 Linda Avenue White Plains, N. Y. 
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by exact planning and organization of 
material. In no event, also, do these 
suggestions for improving readability 
in technical articles imply that read- 
ability need go hand-in-hand with sim- 
plification, in the sense of lowering the 
intellectual level of a paper on, say, 
discounted cash flow, so that the man 
in the street can read it with under- 
standing and interest. 

In this article Mr. Fielden confines 
himself to the introductory elements 
of a technical paper. These would in- 
clude all those sections that are de- 
signed to help the reader come to the 
central content of the report with under- 
standing. His analysis indicates that 
this material falls into seven parts and 
comments on some of them as follows: 


1. The title. The writer should seek 
exactitude and clarity. He should avoid 
such vague titles as “A Feasibility 
Study,” “Systems Work,” or “An Ac- 
counting Method.” Effort is well spent 
in finding a title that is descriptive of 
the article topic but provocative and 
interesting to the reader. After all, the 
purpose is to encourage him to begin 
the article. 


2. The abstract or capsule summary. 
This abstract does not try to condense 
the whole subject matter into a few 
words, but rather to present to the 
reader the heart of the subject matter. 
Since anyone’s purpose in writing any- 
thing is to communicate his ideas to 
others, the writer must make the most 
of the fact that his abstract is aimed at 
encouraging readers to take up his 
paper and read it. 

3. The purpose. Writers of pub- 
lished technical articles are usually 
well-drilled in giving an early statement 
of the purpose of their paper. Often, 
however, the statement of purpose as 
given reflects more the writer’s purpose 
In conducting the investigation than it 
does his purpose in publishing his 
work. Both are, of course, necessary. 


It is one thing to state that one’s pur- 
pose is to investigate the speed of an 
electronic data processing machine; 
it is another thing entirely to communi- 
cate these findings to a reader and to 
show him why this matter of speed is 
important to him. 


COST REDUCTION 
AND COST CONTROL 

After considering budgeting and 
financial planning, the AICPA now 
offers bulletin 4 of the series Manage- 
ment Services by CPAs, entitled “Cost 
Reduction and Cost Control in the 
Small Business.” ($10.00 for the se- 
ries of 5 bulletins; $3.50 each.) Since 
the profit margins of businesses have 
been steadily declining, the ultimate 
survival of small business will depend 
in part upon its readiness to adopt 
the techniques of modern manage- 
ment. This bulletin confines itself to 
two of the elements of cost control: 
the development of formal cost reduc- 
tion programs; and the use of cost 
analysis. Both have considerable value 
for a high percentage of small busi- 
nesses. Both also involve techniques 
which are already familiar to most 
CPAs or in which they may become 
competent quickly. 

The orientation section of this bul- 
letin is concerned with the basic prin- 
ciples underlying a formal cost reduc- 
tion program, the benefits to be derived 
from it, and the approaches to be used 
in establishing it in a small business. 

The values and other end results of 
using cost analysis in the management 
of the small business is the purpose 
of the illustrative material. These 
illustrations provide coverage of dis- 
tribution cost analysis and direct vari- 
able product cost analysis. 

The final section of the bulletin 
provides reference or study material 
in the areas of cost reduction, cost 
accounting, distribution cost account- 
ing and cost analysis techniques. 
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Letters to the Editor 


VARIATIONS IN STATEMENT 
PRESENTATION OF REAL ESTATE 
COMPANIES 


Statement presentation of account- 
ing information for real estate com- 
panies should, as in any other type of 
business, be prepared with sufficient 
clarity so that the reader is enabled to 
comprehend the results of operations 
and financial position. This is espe- 
cially true of syndications and other 
teal estate enterprises since the aver- 
age investor probably has little experi- 
ence in real estate matters. The read- 
ers of The New York Certified Public 
Accountant may find of interest the 
following discussion of certain fea- 
tures of statement presentation which 
some accountants have found to be 
useful for more informative reporting. 

Several variations have been intro- 
duced in the statement of income, one 
of which is the allocation of expenses 
between fixed expenses and variable 
expenses or those that can be con- 
trolled. Another is the segregation of 
non-cash expenses such as deprecia- 
tion, whereby these items are deducted 
from an income balance to arrive at 
the net income. 

There is also a trend among some 
accountants to adjust the statement of 
income even further, so as to accu- 
rately reflect the investor’s view of in- 
come. Normally, the investor considers 
depreciation as an arbitrary and pos- 
sibly a fictitious figure, used only for 
income tax purposes, and he substitutes 
instead the amortization paid on mort- 
gages. Non-cash expenses that are 
amortized, such as mortgage costs and 
leasing commissions, are viewed as 
being expended in their initial year and 
are not expenses of the ensuing periods. 
On the other hand, expenditures made 
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for improvements or for amortization 
of loans by which improvements were 
financed, are regarded as_ expenses, 
Payments to a reserve account to 
cover major replacements on an FHA 
controlled project are also considered 
an expense by the investor since it 
comes out of his pocket. Basically, the 
investor in a syndicated group or an 
owner of real property held for income 
is primarily interested in his net retum 
on capital. Capital represents his in- 
vestment. Net return is the amount 
remaining after all cash expenditures 
are made, or, in the case of the syndi- 
cation, the amount that is distributed 
to him from this excess. If the re- 
sults of operations are viewed in this 
manner by the laity as well as by those 
familiar with real estate operations, 
there is no reason why the accounting 
statements prepared by an accountant 
should not properly reflect this attitude. 

One method of doing so is to pre- 
pare a separate schedule or exhibit 
which will reflect “net return.” Sev- 
eral descriptions have been given to 
this presentation among which are, 
“Net Return,” “Net Return on Invest 
ment,” “Cash Return,” “Economic 
Statement of Income,” and “Cash Re- 
sults of Operations.” This net retum 
statement (as I shall refer to it) ust- 
ally starts with the net income as rt 
flected in the statement of income, an 
adjustments are made by adding back 
the depreciation and other non-cash 
items and subtracting the amortization 
of mortgages and other expenditures 
which might enter the balance sheet 
accounts but reduce available cash. 
Adjustments for prepayments and a- 


cruals are cumbersome and to do ‘0 | 
might complicate the presentation. It | 


is quite possible that the opening and 
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closing accruals might offset themselye; 
so that the problem would be oby. 
ated. The remaining figure, after ql 
adjustments, represents the net return, 
The statement should also reflect the 
investment or capital contribution, I 
the case of a corporation it would jn. 
clude indebtedness to stockholders, 
The investment should be adjusted for 
additional net capital contributions and 
excesses of net returns over amounts 
distributed in prior years. By dividing 
the adjusted investment into the net 
return, the rate of return is arrived at, 
It also might be useful to obtain the rate 
of return before deducting the amortiza- 
tion on mortgages since the amortization 
paid increases the equity in the property. 
If the accountant wishes to avoid 
preparing two statements of income, 
first the normal statement of oper- 
tions, and secondly the adjusted state- 
ment reflecting net return, it is possible 
to present only one statement of in- 
come and adjust it so as to arrive a 
the net return. Furthermore, the state- 
ment of income might be prepared by 
excluding the depreciation entirely and 
including the amortization of mot 
gages as expenses. The surplus section 
would then be adjusted to reflect the 
correct accounting income. 
Ramifications of net return presenta 
tion are numerous. In the case of a cor 
poration that pays salaries to its officers, 
would adjusted net income or net retum 
include the salary or would it be added 
back to income? How about incom: 
taxes? Does the investor calculate his 
rate of return before or after taxes? 
An assumption must be made thal 
the reader thoroughly understands that 
the net return, or percentage of m0 





return, is based upon capital invested | 
and not appraised values. Consider the | 
following situation. An individual has 
$100,000 invested in a real estate com | 
pany or syndicate which gives him é 
net return of $10,000 per year or 10 
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percent on his investment. The real 
estate has appreciated a great deal 
and, if sold, the investor would realize 
a profit of $300,000 after income taxes. 
Assume that the investor can reinvest 
the $400,000 net proceeds in another 
investment which would yield 8 percent 
or $32,000. In such a situation is he 
actually making $10,000 per year on his 
original capital or is he losing $22,000 
ayear by not reinvesting? Of course this 
particular observation would hold true 
for any type of investment and is not 
restricted to real estate alone. 

Variations in balance sheet presen- 
tation of real estate companies are by 
no means extensive, but yet are worth 
discussing. There is a difference of 
opinion as to whether or not the fixed 
assets should appear before current 
assets. Since the real estate itself is of 
prime importance, and there usually 
are sufficient funds to meet all current 
liabilities (assuming that operations 
are profitable), there is no reason why 
the fixed assets shouldn’t appear first. 
However, many accountants still pre- 
fer the traditional approach. 

Previously I mentioned the possi- 
bility of presenting depreciation as a 
segregated item on the income state- 
ment. The same principle can apply 
to the statement of financial position. 
The accumulated depreciation instead 
of being deducted from the fixed as- 
sets would be subtracted from the net 
worth comprising gross assets less lia- 
bilities. The use of net worth before 
depreciation is especially desirable in 
comparative statements of financial 
Position, since the excess of net worth, 
before accumulated depreciation, over 
the prior year’s net worth is clearly 
shown. In the case of an entity other 
than a corporation, this increase in 
equity would normally represent the 
amount of amortization paid on the 
Mortgages plus any undrawn net in- 
come before depreciation. In the case 


of the corporation, the increase in 
equity would represent amortization of 
mortgages, undrawn profits before de- 
preciation, plus the reduction in stock- 
holders’ indebtedness assuming that it 
is included in the liabilities. 

To carry the discussion on net worth 
still further, consider the useful pres- 
entation of obligations due stockhold- 
ers, the proceeds of which, together 
with the capital contribution, were used 
to acquire the real estate. The break- 
down between capital stock and in- 
debtedness is accomplished mainly for 
income tax purposes. The investor, 
however, still views his capital as con- 
sisting of the total amount invested, 
whether it be in stock, notes, or bonds. 
To meet his viewpoint, the indebtedness 
to stockholders can be eliminated from 
the liability section and a net worth 
arrived at by subtracting liabilities 
from gross assets. The indebtedness 
to stockholders can then be deducted 
from the resulting figure to arrive at a 
net worth before accumulated deprecia- 
tion, followed by the deduction for the 
depreciation to date. The segregation 
of stockholders’ indebtedness and ac- 
cumulated depreciation is best accom- 
plished in the “running form” type of 
financial position whereby the liabili- 
ties are subtracted from the assets to 
arrive at the capital section. 

Probably there are many arguments 
against following any of the above- 
mentioned variations. However, when 
an accountant sits down and reviews a 
statement with his client, many of the 
arguments seem to disappear. As ac- 
countants we must not forget that 
clarity in our reports is essential. If 
we prepare reports reflecting results 
and financial positions in a manner to 
which the reader is accustomed, then 
we have accomplished a great deal. 
If instead we follow supposed tradi- 
tional accounting procedures in pres- 
entation that are not traditional to the 
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RETIREMENT 
PLAN FOR 
SALESMEN 


Many firms are under pressure for 
a future security program for its sales 
force. While acknowledging the need 
for a plan, they are hard put to find 
one which offers adequate benefits at 
low cost, and without the commitment 
required in a Treasury-approved plan. 


As a specialist in this field, I have 
developed a concept of employee 
benefit program designed for just this 
situation. It is in successful operation 
with both large and small companies 
from coast to coast. These are some 
of its features: 


* Treasury approval is not required. 


* Eligibility may be confined to 
hand-picked employees. 


* The company may discontinue the 
plan at any time without penalty. 


* Company cost is a tax deductible 
business expense. 


* Its unusual contributory feature 
cuts company cost way down. 


For full particulars, write or phone 


LAWRENCE GOULD 


25 West 45th Street, New York 36 
ClIrcle 6-5303 


Employee Benefit Plans 
Executive Pay Plans 
Business Life Insurance 


MUTUAL BENEFIT 


™ LIFE rte secunre 














layman, then have we accomplished 
one of our major objectives — the 
preparation of informative statements, 
CHARLES F. VENGROVE, CPA 
(Vengrove, Shapiro & Co.) 

New York, N. Y, 


EMPLOYEE BENEFIT PLANS— 
SOME ACCOUNTING AND AUDITING 
PROBLEMS 


As a member of our Society’s Com- 
mittee on Employee Benefit Plans, | 
was recently asked to answer an in- 
quiry made to the Committee by a 
member of the Society. Since the items 
discussed cover a variety of problems 
peculiar to employee benefit plans, and 
since this is becoming a wider field of 
accounting, because of the recent pas- 
sage of federal and state legislation, 
it was suggested that I forward the 
enclosed information to you for pos- 
sible publication in the “Letters to the 
Editor” department. I am_ therefore 
enclosing a copy of the original letter 
of inquiry to the Committee, and a 
copy of my reply. 

Letter of Inquiry 

I hope the Committee on Employee 
Benefit Funds will indicate its pre- 
ferred treatment of the following mat- 
ters: 

1. Accounting treatment of the dis- 
count or premium on bond purchases. 

2. Accounting treatment of the sale 
of stock rights. 

3. Accounting treatment of the sale 
of fractional stock dividends. 

4. Classification of deposits in sav- 
ings banks, federal savings and loan as- 
sociations and time deposits in commet- 
cial banks. Should any of these deposit 
be classified as cash in bank or as invest- 


ments. If investment fees are based 01 | 
value of investments, would any of the 
above items enter into the base on which | 


the investment fee is calculated? . 
5. What is the extent of the audi- 
tor’s duties in connection with the sale 
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and purchase of securities by the bank 
acting as purchaser and custodian of 
the securities? 

6, What auditing procedures does 
the Committee recommend in connec- 
tion with payments made directly by 
the Blue Cross for members of a wel- 
fare fund, where the amount of pre- 
mium is ultimately determined by the 
aggregate payments made by Blue 
Cross plus a handling charge? 

For information purposes I am sub- 
mitting the following copy of a letter 
which refers to a comment of the Bank- 
ing Department of the State of New 
York. This is pertinent to item 1, above. 

‘The Banking Department of the 
State of New York has completed its 
audit of the above fund for which you 
are the accountants. In its covering 
letter as well as in its report the Bank- 
ing Department pointed out that the 
inventory values on the fund’s books 
differ from those of the corporate trus- 
tee. This has arisen because the trustee 
bank stopped amortizing premiums on 
bond purchases and restored previous 
amortization in 1956. Also on the sale 
of stock rights the bank considers the 
entire proceeds as profits. On the other 
hand, the fund amortizes premiums on 
bonds which the bank had been amor- 
tizing but does not amortize on bonds 
purchased, does not write up discounts 
and allocates costs on stock rights. 

“The Banking Department suggests 
that the inventory figures of the fund 
and of the trustee bank be brought into 
agreement. 

“The committee has instructed us to 
advise you that it desires that you take 
the necessary action to accomplish this.” 


Letter of Response 


Your letter relative to the auditing 
and accounting for certain transactions 
common to Employee Benefit Plans, 
has been referred to me for reply. 
As Mr. Isidore Platkin, chairman of 
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our Society’s Committee on Employee 
Benefit Plans, has previously informed 
you, the controversial nature of some 
of the issues raised has necessitated 
a thorough discussion by the Com- 
mittee. I have attempted, in answering 
your questions, to reflect the thinking 
of the majority of the Committee, 
based upon their own experiences in 
handling these problems. However, the 
opinions expressed in this letter do not 
represent the opinion either of the 
State Society or of any firm represented 
in the membership of the Committee on 
Employee Benefit Plans. 


1. Accounting Treatment of the Discount 
or Premium on Bond Purchases 


Let me say, at the outset, that the 
only completely proper method of re- 
porting investment income is by ad- 
justing for premiums and discounts. 
The Committee is aware, however, that 
the majority of banks in the New York 
area have, since 1956, stopped amor- 
tizing premiums and accumulating dis- 
counts in their reports to fund trustees. 
Their reasons, as stated in letters to 
several trust funds, were that the differ- 
ence in income, annually, was so in- 
finitesimally small, in most cases, that 
there would be no material misstatement 
of income. The majority of the Com- 
mittee is inclined to agree that, where 
the difference is immaterial, in the audi- 
tor’s opinion, it is practical, advantage- 
ous and acceptable to eliminate adjust- 
ments for premiums and discounts, and 
carry bond investments at cost. 

In the case you cite, where the State 
Banking Department has _ instructed 
that the inventory figures of the fund 
and the trustee bank be brought into 
agreement, we feel this should be done 
in your report to them. 

However, in cases where the auditor 
believes this would result in a material 
misstatement of income, he should in- 
clude, in his audit report, a reconcilia- 
tion between the inventory and invest- 


ment income shown on the bank’s re. 
port and the figures shown on his own 
report, so as to avoid confusion in the 
minds of the trustees. 
2. Accounting Treatment of the Sale of 

Stock Rights 

Many of the comments stated above 
apply in the treatment of stock rights, 
Where immaterial, the auditor’s report 
should be in agreement with the report 
of the bank trustee, as must the report 
to the State Insurance and Banking 
Departments. In the case of the fund 
you cite, the bank considers the entire 
proceeds from sales of stock rights as 
profits. Some of the banks treat the 
sale of stock rights as a reduction of in- 
ventory. We believe both methods are 
acceptable. Again, we wish to empha- 
size that where the auditor feels that 
the difference between the above meth- 
ods and the more correct method of al- 
locating costs is material, he should 
include in his audit report a reconcilia- 
tion between the bank’s figures for in- 
ventory and income, and his own te- 
port figures. 
3. Accounting Treatment of the Sale of 

Fractional Stock Dividends 

The thinking of the Committee is 
the same as above. Most banks treat 
this as a reduction in inventory valve. 
Again, if the auditor feels there is a 
material misstatement involved, he 
should include a reconciliation in his 
audit report. 
4. Classification of Deposits in Savings 

Banks, Savings and Loan Associations, 


and Time Deposits in Commercial 
Banks 


The Insurance and Banking De- 
partments will now accept the thinking 
of the Federal Government in this tt- 
spect. The federal Form D-2, in the 





instructions for the preparation of Ex- | 


hibit B-1, states that shares in savings 
and loan associations are to be included 
in cash, rather than investments. Since 
this has long been the thinking of our 
Committee, and since both state de 
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partments will now accept this, we be- 

lieve this is the preferable treatment. 

As to your question concerning the 
basis of investment fees charged by the 
bank, I feel this is strictly a matter of 
the agreement between the trust fund 
and the bank. 

5. Extent of Auditor's Duties in Connec- 
tion with Sale and Purchase of Securities 
by a Bank Acting as Purchaser and 
Custodian 
Your letter is not entirely clear as to 

whether the bank, acting as a trustee, 
has the power to make purchases and 
sales without prior approval, or whe- 
ther the bank merely acts in an ad- 
visory capacity and can execute pur- 
chase and sales orders only after prior 
approval of the trustees. Since you 
state that the bank acts as purchaser 
and custodian, we will assume the 
latter. The Committee recommends 
the following audit steps: 

(a) The first and basic step is to 
determine that the trustees are invest- 
ing the funds in accordance with the 
terms of the trust agreement, as inter- 
preted by counsel to the plan, where 
appropriate. 

(b) The approval of the trustees for 
each purchase and sale of securities 
should be ascertained by reference to 
the minutes of trustees’ meetings and 
by copies of letters of approval from 
the trustees to the bank. 

(c) These purchase and sales orders 
should be checked against the bank’s 
statements, and the plan’s portfolio, 
as shown by the books of account. 
The mathematical accuracy of the pur- 
chases and sales orders, and the prices, 
should be test checked. 

(d) Direct confirmation of securities 
held by the bank, as custodian, should 
be made. 

Since you ask only about the pur- 
chase and sale of securities, we are not 
here discussing the audit of investment 
income. 


We wish to refer you to an article, 
cited below, by a member of our Com- 
mittee, Raymond Buchbinder. On 
page 103, you will find a most helpful 
discussion of investments. 


6. Auditing Procedures in Connection with 

Claims Paid by Blue Cross 

Since the premium paid is directly 
dependent on the aggregate amount of 
payments made by Blue Cross, it is ob- 
vious that the auditor must make a test 
check of the claims paid. 

Monthly, Blue Cross sends to the 
fund office a “Paid Claims Register,” 
which shows the claims paid during 
the month to each patient. A total of 
claims paid is also shown. This Regis- 
ter forms the basis of any adjustments 
by Blue Cross during the year. 

Proper tests would include a check 
of this claims register against the fund’s 
eligibility records, to ascertain the pa- 
tient’s eligibility at the time his claim 
was paid. An additional check might 
be made of the employer’s reporting 
forms to ascertain if the claimant was 
reported as working during the period 
of the claim. 

As a general rule, the extent of the 
test check will, of course, depend upon 
the accuracy of the fund’s claims and 
eligibility records, and the number of 
errors found in prior years. 

Two excellent references regarding 
the audit of claim payments, while not 
directly referring to Blue Cross, may 
be of help to you. They are: 

(a) “Union Welfare Funds,” Ray- 
mond Buchbinder, The New York Certi- 
fied Public Accountant, February 1958. 

(b) “Case Study on Audit of a Self- 
Administered Union—Industry Wel- 
fare Fund,” by the Committee on 
Labor Union and Welfare Funds of the 
American Institute of CPAs. 


STANLEY I. BERLAND, CPA 
New York, N. Y. 
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MR. “MEADOW BROOK” 





Are your clients doing an expanding volume? 


DO THEY NEED MORE WORKING CAPITAL? 


In these days of tightening credit and higher 
taxes your client may need more cash. This 
cash is available in Accounts Receivable, 
which, with our plan of financing, can be as 
liquid as cash. 


Our simple and effective rotating credit 
program can help your client. Complete 
details for such an arrangement can be 


secured by contacting any of the officers in 





our Accounts Receivable Division located at : 
our West Hempstead Office, 60 Hempstead CENTRAL QUARTERS 
Ave., West Hempstead, N.Y., the telephone WEST HEMPSTEAD 
number is |!Vanhoe 1-9000. 


Help your client help himself 


NO ACCOUNT TOO LARGE 
or 
TOO SMALL 


w /BROOK 


nmational bank 
ee 





MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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Change in Editorship 


TRIBUTE TO 
PROFESSOR BENJAMIN NEWMAN, CPA 


With this issue Professor Benjamin Newman leaves 
us, after four years as Managing Editor of The New 
York Certified Public Accountant, to devote more of 
his time to writing and teaching—fields in which he 
has become pre-eminent. Ben came to us in the fall of 
1956 to edit a magazine which had attained such high 
standards under Dr. Emanuel Saxe as to have earned 
national and international recognition in the accounting 
and publishing fields. Ben very ably maintained these 
high standards and brought new honors and distinction 
to our publication for the high quality of material and 
format. 

He also took over the position of our Society’s 
Director of Technical Services and Research, likewise 
an important function inasmuch as it deals with requests 
from members for direct assistance. In this area, 
too, Ben contributed with distinction in serving our 
members. 

No one who does not get behind the scenes can 
adequately evaluate the Editor’s job. To turn out a well- 
balanced magazine that will meet the needs of diverse 
categories of members and subscribers, to keep it abreast 
of the times in a rapidly progressing period, and to get 
it out on schedule each month—this is truly a great 
achievement particularly in view of Ben’s concurrent 
full-time professorial post on the faculty of the account- 
ing department of the School of Commerce, Accounts 
and Finance, New York University. From my personal 
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observation, I know how much painstaking effort has been 
devoted by Ben to encouraging authors and assisting them in 
completing and perfecting their writings. His sterling character 
and loyalty would never permit him to count the hours he felt 
were necessary to maintain and improve the magazine. 

We will miss Ben not only as Editor of the magazine but 
also as our Director of Technical Services in which capacity 
he was always a patient listener, ready to supply from his broad 
experience the answers to the knotty problems presented to him. 
He leaves with our sincerest and best wishes and our heartfelt 
appreciation for an assignment filled even beyond all of our 
expectations. We have every confidence that accounting litera- 
ture and education will continue to benefit for many years to 
come as a result of the broad outlook and stature which Ben 
has attained and his devotion to the CPA and teaching profe:- 
sions. Fortunately, as a member of our Society Ben can con- 
tinue to be active in our ranks and afford us the benefit of his 
wisdom and experience. 


OUR NEW EDITOR — MAX BLOCK, CPA 


We are fortunate to have obtained Max Block, CPA, as our 
new Managing Editor commencing with the November issue. 
All of us have known Max for many years because of the numer- 
ous positions he has held in our Society. He has served as 
chairman and member of the Committee on Publications; he 
initiated and conducted for almost ten years the magazine 
department “Administration of a CPA Practice”; and he has 
written extensively for accounting and other magazines. He is 
a lecturer at the Graduate School of the Bernard M. Baruch 
School of Business and Public Administration of The City Col- 
lege of New York and has lectured extensively to accounting 
and other groups. Max has by no means retired from public 
accounting. He has reduced his active time with his firm and 
will devote his free time to our Society. 

Max also brings to us the high character and qualities nec- 
essary to maintain and even improve both The New York Cer- 
tified Public Accountant and the Technical Services Department. 
In parting with Ben Newman, with keen regret and very deep 
appreciation, we are comforted by the thought that Max will 
take over. He should be a worthy successor to his distinguished 
predecessors. 


BENJAMIN GRUND, 
President 
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A ROLL OF HONOR 


After four years of service as Managing Editor of The New 
York Certified Public Accountant and as our Society’s Director 
of Technical Services and Research, it is not easy to say fare- 
well to those many CPAs—authors, departmental editors, chair- 
men and members of the Committee on Publications, Society 
officers, committee chairmen, the distinguished Editor who pre- 
ceded me, and members of our Society and of our profession— 
whose dedicated efforts and splendid cooperation enabled me 
to pursue with confidence the objectives associated with my 
functions. I wish it were practicable to list, as an expression 
of profound appreciation, the names of all who contributed so 
altruistically and so heavily of their time and talents. It would 
be a true roll of honor reflecting the depth of my farewell 
sentiments and matching the exalted stature of our CPA pro- 
fession. 


BENJAMIN NEWMAN 
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A New Look 


At the Approach to Auditing 


By REED L. COLEGROVE, CPA 


A number of generally accepted auditing procedures and 
techniques are subjected to a critical review and appraisal, 
giving consideration to the significance of internal control 
and to the auditor’s responsibility for fraud detection in 
determining the scope of an examination. In evaluating cer- 
tain traditional auditing procedures the author questions 
whether they are all appropriate as to timing and scope in 
every examination and whether some of them are applicable 


at all on some engagements. 


Tue standard short-form audit cer- 
tificate is achieving steadily increasing 
public recognition as a hallmark of 
acceptability. To the reader of finan- 
cial statements it represents assurance 
that the data included in the state- 
ments are fairly presented in conform- 
ity with generally accepted accounting 
principles applied on a consistent basis. 
While the layman may not be con- 
versant with generally accepted ac- 
counting principles or fully aware of 
the significance of their consistent ap- 
plication, he can appreciate the as- 
surance that the examination was 
made “in accordance with generally 
accepted auditing standards and ac- 
cordingly included such tests of the 
accounting records and such other 
auditing procedures” as the auditor 
considered necessary in the circum- 
stances. The auditor’s opinion in such 
a report therefore invites reliance by 





REED L. COLEGROVE, CPA, is currently 
serving as a member of our Society’s Com- 
mittee on Accounting Procedure and Com- 
mittee on Meetings. Mr. Colegrove is a 
partner in the firm of Lybrand, Ross Bros. 
& Montgomery, certified public account- 
ants. 


his client and by third parties on the 
proper application of generally ac- 
cepted auditing procedures. This is an 
assumption which every independent 
auditor should, of course, be pre- 
pared to support and justify. In this 
connection it may therefore be in 
order for independent public account- 
ants to undertake, from time to time, 
a review and appraisal of current 
auditing techniques and to consider 
whether such techniques are in fact 
“necessary in the circumstances” and 
are being properly applied. 

There is a suspicion on the patt 
of the writer that the scope of some 
audit examinations may be determined 
in the wrong perspective and with an 
unrealistic objective, and that some- 
times there is a tendency to rely 
on the “tried and true” techniques 
which have long set the pattern for the 
usual examination incident to the ex 
pression of an opinion on the finat- 
cial statements. I have in mind such 
auditing procedures as the following, 
some or all of which are included in 
many examinations today: petty cast 
counts on a “surprise” basis; inde 
pendent year-end bank reconciliations 
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the timing of receivable confirmation 
and physical inventory observation as 
of a date convenient to the auditor, or 
perhaps to the client; vouching of all 
major additions to fixed assets and of 
all major charges to repairs and main- 
tenance; footing of the year-end trial 
balance of trade payables and vouching 
or confirming larger balances; review- 
ing cash transactions in detail for a se- 
lected interim period which may vary 
from a month to three to six months, 
or even to a year if the number of 
transactions is small. These pro- 
cedures may represent sound audit- 
ing techniques in and of themselves; 
it is hardly likely, however, that they 
will all be appropriate as to timing and 
scope in every examination, and in fact 
some of them may not be applicable 
at all on some engagements. 


THE IMPORTANCE OF REVIEWING 
INTERNAL CONTROL 

It is generally understood that it 
is not possible to design a standard 
audit program which can be followed 
in every engagement. The scope of 
each examination must of necessity be 
determined in the light of circum- 
stances as they existed during the 
period covered by the examination 
and at the time of the audit. These 
circumstances can only be assessed in- 
telligently by making a review of the 
client’s accounting procedures and in- 
ternal control prior to commencing the 
examination, and continuing such re- 
view during the examination. Obvi- 
ously, auditing procedures applicable 
in a situation where internal control 
and accounting procedures appear to 
be good should vary markedly from 
those procedures applicable where the 
accounting procedures and control are 
poor. It is therefore imperative that a 
review and appraisal of internal con- 
trol precede the tentative determina- 
tion of the scope of the auditor’s 


examination. This concept is given 
formal recognition in the second of the 
Standards of Field Work which states 
that: “There is to be a proper study 
and evaluation of the existing internal 
control as a basis for reliance thereon 
and for the determination of the result- 
ant extent of the tests to which auditing 
procedures are to be restricted.” 

Internal control is a broad, gen- 
eral (and frequently overworked) 
term relating to all facets of a com- 
pany’s operations. It is perhaps easier 
to define, and to relate to the respon- 
sibility of the independent auditor, if 
it is classified into three areas: internal 
administrative control, internal ac- 
counting control, and internal check. 

Internal administrative control com- 
prises the organization measures 
adopted within a business to promote 
operational efficiency and encourage 
adherence to prescribed managerial 
policies. For example, time and mo- 
tion studies, quality control and com- 
parison shopping are controls designed 
to achieve these objectives. Such 
controls usually originate in and are 
conducted by operating departments 
other than financial or accounting, and 
in most instances will not be of pri- 
mary concern to the auditor. 


Internal accounting control com- 
prises those controls which are de- 
signed to bring about accurate and 
suitable recording and summarization 
of authorized financial transactions 
(that is, controls which ensure the ac- 
curacy and reliability of accounting 
data). Double entry bookkeeping, 
for example, is internal accounting 
control in one of its simplest forms. 
Other examples include controlling 
accounts for receivables, payables, and 
inventories; periodic trial balances; 
reconciliation of book balances with 
outside sources (bank reconciliations) 
or physical counts; prenumbering doc- 
uments (checks, sales invoices, pur- 
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chase orders, etc.) and accounting 
for all numbers to ascertain that all 
data have been recorded; and check- 
ing the accuracy of postings, footings 
or computations, either by the person 
preparing the data or by a second 
person. Each of these procedures is 
designed, in part at least, to ensure 
the proper recording of transactions. 

Internal check may be described 
as those controls which are designed 
to safeguard assets against defalca- 
tions or other similar irregularities. 
This type of control would include such 
measures as separating the functions of 
custodianship and record-keeping, in- 
dependent surprise counts of cash and 
securities, and plant security procedures 
relating to the physical movement of 
inventory and fixed assets. 


The scope of the independent au- 
ditor’s examination must of necessity 
be determined in large measure by 
the adequacy of his client’s internal 
accounting control and internal check. 
However, internal accounting control 
will have its principal influence on the 
volume and extent of the work to be 
done, while internal check will primar- 
ily affect the timing of audit pro- 
cedures with a somewhat lesser in- 
fluence on the extent of the work. 
For example, more independent test- 
ing of inventory extensions and foot- 
ings would be required where the in- 
ventory was manually extended and 
footed and such extensions and foot- 
ings were not checked by the client’s 
personnel (poor internal accounting 
control) than in the case where the in- 
ventory was listed by a machine pro- 
viding automatic totals, or where the 
manually prepared inventory was 
double checked. On the other hand, 
poor physical control of inventory 
(poor internal check) would probably 
require the observation of physical in- 
ventory-taking by the independent au- 
ditor at the balance sheet date rather 


than at an interim date. By the same 
token, if accounts receivable are up. 
der the direct control of the credit 
manager, or if bank statements are 
reconciled by the cashier, the confirma- 
tion of receivables and independent 
reconciliation of bank accounts by the 
outside auditor should probably also be 
done as of the balance sheet date to 
establish the integrity of the balances on 
which his opinion is being expressed. 


RESPONSIBILITY FOR 
FRAUD DETECTION 


In addition to the necessity for te- 
viewing and assessing the client’s in- 
ternal control, in the opinion of this 
writer a second and equally im- 
portant premise must be accepted 
in determining the scope of the in- 
dependent auditor’s examination. This 
premise relates to the limitation on the 
auditor’s responsibility for the detec- 
tion of fraud in the ordinary exan- 
ination leading to the expression of 
an opinion on financial statements. 
Codification of Statements on Audit- 
ing Procedure, issued by the Con- 
mittee on Auditing Procedure of the 
American Institute of Certified Public 
Accountants, states that: “The primary 
purpose of an examination of finan- 
cial statements by an independent cer- 
tified public accountant is to enable 
him to express an opinion as to the 
fairness of the statements, their com- 
pliance with generally accepted ac- 
counting principles, and the consis 
tency of the application of those prit- 
ciples with that of the preceding pe 
riod. . . . The ordinary examination 
incident to the issuance of an opinion 
respecting financial statements is nol 
designed and cannot be relied upon 
to disclose defalcations and other sim 
lar irregularities, although their dis 
covery frequently results.” While the it- 
dependent auditor must be aware of the 
possibility of fraud, his concern should, 
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I believe, relate to the effect which the 
existence of fraud may have upon his 
opinion on the fairness of the presenta- 
tion of the financial statements. As 
Codification indicates, he cannot design 
the ordinary examination primarily or 
specifically to discover fraud. 

As a practical matter this disclaimer 
of responsibility for fraud detection 
is completely logical. Let us assume, 
for the moment, that a client is will- 
ing to pay the prohibitive cost of a 
complete audit of all transactions on 
the basis that the auditor will pro- 
vide a guarantee in his audit report 
that there were no defalcations or 
similar irregularities during the period 
under review. The scope of the au- 
ditor’s examination will accordingly be 
enlarged to cover every transaction 
recorded in the books. Is he now 
in a position to underwrite the insur- 
ance against fraud? Patently, he is 
not. He has no assurance that all 
transactions have been recorded or 
that the supporting documents he 
has examined are not spurious, nor 
can he be certain that there has not 
been collusive fraud by his client’s 
personnel. The auditor has there- 
fore done everything he is profes- 
sionally competent to do and still can- 
not guarantee the absence of fraud. 
Admitting that the cost of a detailed 
audit operates as a practical deterrent 
to such an examination, there are 
those who feel that an auditor should 
assume the responsibility for making 
sufficient tests so that he can repre- 
sent to his client with reasonable as- 
surance that there have been no de- 
faications or other irregularities dur- 
ing the period under review. The 
question then becomes—how respon- 
sible, how much testing, and how 
much assurance? Is the auditor who 
examines the details of two months’ 
cash transactions twice as assured as 
the auditor who confines his examina- 


tion to one month? If so, shouldn’t 
he examine six months’ transactions 
so that he can feel six times as con- 
fident? But if he does this he will 
still be only half as confident as the 
man who examines transactions for 
the entire year. Yet we have seen 
that even in this instance there is still 
no guarantee of the absence of fraud. 
The answer is, that for the auditor 
who assumes a responsibility to his 
client for the detection of fraud in an 
ordinary examination leading to the 
expression of an opinion on the finan- 
cial statements, there is no limit be- 
yond which he need not go in fixing the 
scope of his examination. There is no 
magic formula which will permit him 
and his client to sleep nights, secure in 
the knowledge that nothing is wrong. 
What, then, is the role of the in- 
dependent auditor in the prevention, 
detection and elimination of fraud or 
the possibility of fraud? While he 
cannot act as a guarantor or insurer 
against fraud he must, as I previ- 
ously stated, certainly be aware of the 
possibility of its existence, and he 
should be particularly concerned with 
the possible effect of fraud on the 
integrity of amounts in the balance 
sheet on which he is expressing an 
opinion. If his procedural tests dis- 
close circumstances which suggest the 
presence of fraud he should call the 
matter to the attention of his client 
and indicate all of the attendant pos- 
sibilities, including the fact that, if 
the defalcation is material, he may be 
precluded from expressing an opinion 
on the statements until the amount of 
the loss involved is determined to his 
satisfaction and is properly recorded 
in the accounts. The significant point 
is that responsibility for the preven- 
tion and detection of fraud rests with 
the client, and should be accom- 
plished through the maintenance of 
adequate accounting records and 
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through appropriate internal control. 
While the independent auditor must be 
aware of the possibility of fraud he is 
not an insurer or guarantor against 
its existence, and if his examination has 
been made with due professional skill 
and care he has fulfilled all of the obli- 
gations implicit in his engagement. 
Acceptance of the premise that there 
is a definite limitation on the auditor’s 
responsibility for the detection of 
fraud has a significant effect on the 
scope of his examination. It is my 
opinion that certain procedures fol- 
lowed by some auditors, including sur- 
prise cash counts, surprise security 
counts, and the witnessing of payoffs, 
are designed primarily for the detec- 
tion of fraud, and as such are prob- 
ably not necessary in the usual exam- 
ination leading to the expression of an 
opinion on the financial statements. 
However, the auditor does have a 
responsibility for advising his clients 
of weaknesses in internal check where 
such weaknesses come to light dur- 
ing his review of internal control. 
Testing required to evaluate internal 
check procedures is properly includ- 
ible in the audit program. The im- 
portant distinction is that such tests 
should be designed primarily to evalu- 
ate procedures rather than specifically 
for the detection of fraud. In this 
connection it should be noted that 
most procedural testing is done in 
connection with internal accounting 
controls rather than internal check. 


It is quite possible that some clients 
may object to the elimination from 
the audit program of certain audit 
steps which the auditor may feel are 
primarily for the detection of fraud 
and are therefore not necessary in the 
usual examination. It is suggested that 
such clients be tactfully advised that 
they are paying for “extras” not requisite 
to the expression of an opinion on the 
financial statements. Most CPAs are 
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glad to provide any extra service which 
the client wishes to buy, but the fact that 
such service is not included in the 
“standard audit contract” should be 
clearly understood by the client. 


APPRAISAL OF SPECIFIC 
AUDIT PROCEDURES 


It may be appropriate at this point 
to review and appraise some of the 
more generally accepted auditing pro- 
cedures, giving consideration to the 
following questions: Is the procedure 
necessary at all? Could the same con- 
clusion be reached with less work or 
with a different approach (that is, is 
there a more practicable substitute)? 
Is the procedure designed to evaluate 
the client’s internal control or is it 
designed primarily to detect fraud? Is 
the timing of the work proper in the 
light of existing internal check? The 
conclusions reached in the discussion 
which follows reflect the writer’s opin- 
ion that (1) an audit cannot be intelli- 
gently undertaken without an adequate 
understanding of the client’s accounting 
procedures and internal control; (2) 
considerable emphasis should be placed 
on procedural testing designed to evalt- 
ate these procedures and controls; and 
(3) a very definite understanding should 
exist between the auditor and his client 
as to the limitation of the auditor's re- 
sponsibility for the detection of fraud 
or other similar irregularities. 


CASH 

Unless the auditor is specifically r- 
quested to do so by his client (that is 
as an “extra” outside the scope of his 
regular examination), it should not or 
dinarily be necessary to count petly 
cash on hand. Internal accounting cot- 
trols and internal check relating to such 
cash can be evaluated by discussion with 





the client and by the examination 0 | 


petty cash vouchers and other support 


ing data. Counting of cash does not in 


itself assist in this evaluation; counting 
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is done primarily for the possible dis- 
covery of a shortage (that is, the detec- 
tion of fraud). If the auditor feels it is 
necessary to count cash on hand be- 
cause Of its materiality, then presum- 
ably his count should be made at the 
balance sheet date. In this connection, 
the counting of undeposited receipts can 
be avoided by controlling such funds 
until they are deposited and obtaining 
an authenticated duplicate deposit slip. 
This, in conjunction with obtaining an 
independent cut-off bank statement 
which would disclose the charge-back of 
bad checks, should effectively establish 
the integrity of the amount deposited. 


Audit procedures applicable to the 
examination of general bank accounts 
should be primarily dependent upon 
the client’s internal accounting control 
and internal check. If these controls 
are deficient the auditor may feel that 
he must make an independent year-end 
reconciliation of all general bank ac- 
counts, with an appropriate follow-up 
of reconciling items. If internal con- 
trol is satisfactory, year-end work can 
generally be limited to obtaining bank 
statements directly from the bank for 
a cut-off period subsequent to the year- 
end for the purpose of checking year- 
end reconciling items, to proving the 
arithmetical accuracy of the client’s 
year-end reconciliations, and to check- 
ing interbank transfers. In connection 
with the examination of general bank 
accounts for an interim period it may 
be satisfactory to work with the client’s 
reconciliations if certain additional 
steps are followed, such as the exam- 
ination of bank cancellation dates on 
checks. However, it will generally be 
quicker to obtain cut-off statements di- 
rectly from the bank for a short period 
and to prepare independent reconcilia- 
tions and proofs of cash (such proofs 
comprising a reconciliation of receipts 
and disbursements per books with re- 
ceipts and disbursements per bank 


during the cut-off period). Interim 
cash work is primarily a test of 
the client’s cash procedures and 
controls, and it should not be ne- 
cessary to include all general bank 
accounts in such an interim review. 
Where the client’s procedures for all 
bank accounts are similar, such pro- 
cedures can be evaluated as effectively 
by working with one account as with 
ten. By the same token it should be 
possible to evaluate procedures as 
readily by testing transactions for a 
few days or a week as by reviewing an 
entire month, as is sometimes done. 
In most instances an independent 
reconciliation and proof of cash of im- 
prest balance and “‘one-way” bank ac- 
counts will probably not be necessary. 
Because of the immateriality of the 
book balances of imprest accounts and 
the specialized nature of and attendant 
internal control over “one-way” ac- 
counts, the auditor’s examination can 
generally be limited to an interim re- 
view of the client’s procedures and 
controls, possibly integrated with 
vouching and procedural tests of pay- 
roll. With respect to “one-way” ac- 
counts this review should include the 
checking of bank transfers, the timing 
of the audit tests being dependent on 
the degree of adequacy of the client’s 
internal check. Bank balances of im- 
prest balances and “one-way” accounts 
should be confirmed at the year-end 
and confirmations should be traced to 
the client’s year-end reconciliations. 
Wherever possible, internal auditors 
should be encouraged to make at least 
one of their reconciliations of these 
accounts at the balance sheet date. 
The following additional observa- 
tions are, I believe, pertinent to several 
other frequently followed cash audit 
procedures. Obtaining duplicate de- 
posit slips from banks as a test for 
lapping is not a practical audit pro- 
cedure since, except in rare instances, 
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banks do not check the details of 
deposits. Checks outstanding and 
uncleared as of the prior year’s bal- 
ance sheet date should not be ex- 
amined in the subsequent audit; any 
question as to such items should have 
been cleared by the examination of 
supporting data prior to the issuance 
of an opinion. It is an unnecessary 
expenditure of time for the auditor to 
write check numbers on outstanding 
check lists or to indicate subsequent 
clearance of checks on his outstanding 
lists; he should work directly with the 
client’s records and list only those 
items remaining uncleared which re- 
quire follow-up. Checks drawn to cash 
or to employees should not be sched- 
uled for follow-up; such items should 
be reviewed in connection with the 
voucher test. It is not necessary to 
examine endorsements on checks in 
connection with a bank reconciliation 
or a proof of cash incident to a review 
of cash procedures, unless the client 
performs this step and the auditor’s 
examination is undertaken to test 
compliance with his client’s internal 
check procedure. However, endorse- 
ments should be examined when the 
examination of checks is made in con- 
nection with a test of supporting data 
for cash disbursements, because in this 
case the review of procedures will not 
be complete unless each step of the 
transaction, including endorsement by 
the payee, is included in the test. 


RECEIVABLES AND PREPAID EXPENSES 


When receivables are confirmed at 
an interim date (which is an acceptable 
practice except when internal control, 
and particularly internal check, is 
not satisfactory), further confirmation 
should be necessary at the year-end 
only in very rare cases, such as the exist- 
ence of extraordinarily large balances, 
a radically different mix of accounts or 
unsatisfactory results from interim con- 
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firmation requests. Checking (either 
footing or tracing balances to detailed 
records) of year-end trial balances 
should not generally be necessary if such 
tests were performed at the interim date, 
Year-end work under these circum. 
stances can usually be limited to a re. 
view of transactions subsequent to the 
confirmation date, and to the investiga- 
tion of unusual fluctuations or postings 
from other than normal sources. 

The use of positive confirmation te- 
quests should be limited to unusual 
circumstances, such as balances of out- 
standing materiality, a few large cus- 
tomers, or balances in dispute. 


A question occasionally arises as to 
the definition of the “rare” circun- 
stances under which it is permissible 
for the auditor to use alternate pro- 
cedures in lieu of confirmation. Ger- 
erally, accounts with the U. S. Gov- 
ernment cannot be confirmed (a- 
though recent experience indicates that 
where sufficient detail is furnished 
confirmations can be obtained from 
some government sources). When no 
reply has been received to a positive 
confirmation request or when a reply 
indicates inability to confirm, and in 
certain instances when a client's re- 
quest that no confirmation be sent is 
deemed valid, alternate procedures 
may also be acceptable. When alter- 
nate procedures are determined to be 
appropriate the mere tracing of collec- 
tions to the cash receipts book is not 
conclusive evidence of the existence o 
the asset; tracing cash receipts should 
be supplemented with an examination 
of other data substantiating the receiv- 
ables, such as shipping documents, It 


mittance advices orcorrespondencefiles. | 
The determination of a reasonable | 
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accounts, the extent of internal audit 
confirmation, and the adequacy of the 
client’s internal control. It is unrealistic 
for an auditor to attempt to establish a 
formula for determining the number of 
accounts to be confirmed which can be 
applied in every engagement. 

In most instances the auditor should 
be able to rely on client personnel to 
follow up routine differences disclosed 
by confirmation replies, provided such 
personnel are independent of functions 
relating to accounts receivable. In this 
connection it does not seem necessary 
to schedule such differences if they are 
of a minor or routine nature. 

In connection with the examination 
of prepaid insurance, audit time can 
frequently be reduced by testing trans- 
actions directly from the client’s in- 
surance register when one is main- 
tained, scheduling only a summary by 
types of coverage and related prepaid 
amounts. When the client does not 
keep an insurance register, the details 
of larger prepaid amounts only should 
be scheduled for testing. By the same 
token it does not seem necessary to 
examine all insurance policies in force. 


INVENTORIES 


There are several comments which 
I believe are pertinent to procedures 
followed by the independent auditor 
in his observation of physical inven- 
tory-taking. The auditor’s primary ob- 
jective in this connection should not 
be to accumulate a large volume of 
his own test counts, but to ascertain 
that his client is taking an accurate 
and complete inventory. In other 
words, test counting should be placed 
in its proper perspective as a tool for 
evaluating the client’s procedures. The 
auditor who concentrates on filling his 
working papers with test counts may 
very well lose sight of the overall pic- 
ture. In this connection it should 
rarely be necessary for the independ- 


ent auditor to control inventory tags. 
Rather, he should ascertain that pro- 
vision has been made for adequate 
control by the client’s personnel, and 
his test should comprise an examina- 
tion of control records for compliance 
with procedures established. 

In his review of inventory pricing 
and cost records the auditor should 
work directly with the client’s records 
wherever possible, and should avoid 
accumulating a great mass of sched- 
ules in his own working papers. 

Techniques of testing extensions and 
footings of inventory summaries can be 
improved in many cases. Sight testing 
can be employed to good advantage in 
most footing tests as well as in testing 
extensions. Too much importance is 
frequently placed on checking the pre- 
cise accuracy of the client’s computa- 
tions; generally it shouid be satisfactory 
to approximate the client’s balances by 
sight testing. Since the misplaced deci- 
mal is the most frequent cause of exten- 
sion errors, this problem should be 
emphasized in extension tests. 


When physical inventories taken and 
priced by the client are tested by the 
auditor at an interim date (which pre- 
sumes satisfaction with existing internal 
check and internal accounting control), 
his year-end work can generally be 
limited to (a) a review of transactions 
from the inventory date to the balance 
sheet date for unusual fluctuations or 
postings from other than normal 
sources, (b) a comparison on a test 
basis of unit costs at year-end with 
those tested at an interim date, (c) a 
review of gross profit percentages dur- 
ing the intervening period, and (d) 
a review of the relationship of selling 
prices at the interim date with those 
at the year-end. Most of this can be 
done by working directly with the cli- 
ent’s records, and the working papers 
need include only a write-up of work 
done and comments thereon. 
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FIXED ASSETS 


It is my opinion that the procedural 
testing approach is just as applicable 
in the examination of fixed assets as in 
any other phase of the audit work. 
Too often an auditor is prone to feel 
that it is necessary to vouch all major 
fixed asset additions during the year, 
regardless of the effectiveness of the 
client’s accounting procedures and in- 
ternal control. It seems reasonable to 
assume that if a review indicates that 
procedures and controls relating to 
fixed assets are good, the auditor’s ex- 
amination can be limited to an evaluat- 
ing test of such procedures and con- 
trols in an interim period and a general 
review of transactions for the year, 
with an investigation of unusual items. 
It does not seem necessary to fill the 
working papers with voluminous sched- 
ules detailing additions and retirements 
to be tested. Testing can be just as 
effective if it is made directly to the 
client’s records, and working papers 
include only a write-up of work done 
and exceptions noted for follow-up. 

If the client has a well defined policy 
of accounting for capital and expense 
items, and if this is tested by including 
charges to repairs and maintenance 
expense in the regular voucher exam- 
ination, there does not seem to be 
much justification for additional vouch- 
ing of this account. A comparison of 
monthly balances and an investigation 
of unusual fluctuations should disclose 
any material deviations from _pre- 
scribed procedures. 


LIABILITIES 


Another procedure frequently in- 
cluded in the independent auditor’s 
program calls for vouching, and oc- 
casionally some confirmation, of year- 
end accounts payable. Assuming that 
a Satisfactory interim voucher test 
was made and that internal controls 











are good, it seems to me that with very 
rare exceptions no vouching of ac. 
counts payable should be done at year- 
end, and that there are few occasions 
which require confirmation of accounts 
payable. It is difficult to justify the 
detailed verification of year-end trade 
payables and at the same time to take 
the position that no detailed year-end 
verification is required of inventories 
and customer receivables if interim 
tests have proved satisfactory. By the 
same token it is logical to obtain satis- 
faction as to recorded payables at the 
balance sheet date through an interim 
review of procedures for recording lia- 
bilities and through a review of unusual 
fluctuations between months in the 
contra debit accounts. The year-end 
examination can then be confined to a 
search for liabilities which may not be 
recorded rather than verification of 
those which have been recorded. 


I believe that some auditors may be 
guilty of too much work and too much 
scheduling in connection with the ex- 
amination of the liability for payroll 
taxes withheld and accrued. It does 
not seem necessary to schedule the 
details of taxable wages, tax rates and 
quarterly payments for the entire year. 
A review of quarterly returns and pay- 
roll records and the examination of 
subsequent tax payments should gen- 
erally suffice. There is also no reason, 
in most instances, why the payroll tax 
liability cannot be tested as of a 
quarter-end during an interim examina- 
tion, and balances at that date com- 
pared with those at year-end. 


INCOME, EXPENSES 
AND PROCEDURAL TESTING 


In connection with vouching and 
sales tests by the independent auditor 
there are, I believe, two general tech- 
niques currently in use—the represent- 
ative selection (or selected transat- 
tion) approach and the period test. 
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The period test has been described as 
the “two-pile” method, meaning that 
all vouchers, sales invoices, or other 
documents for a selected period are 
placed in a pile, examined one by one, 
and placed in a second pile. When the 
first pile is exhausted the test is over. 
This technique has the merit of sim- 
plicity and also a flexibility of man- 
power requirements in that it would 
presumably require a less imaginative 
approach. The selected transaction ap- 
proach involves the selection of one or 
more samples of every typical trans- 
action, both debit and credit, recorded 
during the year (or year to date 
of test). The selection should prob- 
ably be made from the books of 
final account (that is, the general 
ledger or subsidiary ledgers) to insure 
complete coverage of all major types 
of transactions. Each transaction se- 
lected is reviewed from its inception to 
its completion as to authorization, doc- 
umentation, clerical and supervisory 
review, accounting distribution, and 
general propriety. This approach will 
generally require assigning a more ex- 
perienced man to the job who will 
know what to look for and how to 
evaluate what he finds, but it has the 
advantage of providing a broader cov- 
erage and, consequently, a better in- 
sight into the overall operation of the 
company. It does not involve the limi- 
tation of reviewing only those trans- 
actions falling within a selected period, 
or the non-productive time consump- 
tion inherent in examining a number of 
similar transactions. On balance, the 
selected transaction approach appears 
to offer more benefits than the period 
test. Regardless of the technique se- 
lected, scheduling the details of vouch- 
ing, payroll and sales tests should be 
avoided wherever possible. A write- 
up of work done and exceptions noted 
should generally suffice. 


While most of the audit emphasis 


with respect to income and expenses 
is placed on procedural testing, through 
the sales, voucher and payroll tests, 
audit programs frequently call for the 
analysis of specific income and expense 
accounts. In my opinion this is prob- 
ably overdone in some cases. For ex- 
ample, I do not believe it should gen- 
erally be necessary (except for the 
accumulation of data for tax returns, 
which should be done by the client 
whenever possible) to analyze contri- 
butions, officer salaries, professional 
services other than legal, or travel and 
entertainment expense. There may be 
some merit to obtaining (from the 
client whenever possible) analyses of 
legal fees (for the possible disclosure 
of unrecorded or contingent liabilities), 
miscellaneous expense (for possible 
misclassifications) and non-operating 
income and expense. In general, how- 
ever, the investigation of unusual fluc- 
tuations from month to month in income 
and expense accounts is preferable to 
the analysis of specific accounts. 


ADMINISTRATIVE PLANNING 
OF AN AUDIT 


In addition to the consideration of 
audit procedures and techniques, it 
may be appropriate to discuss briefly 
the approach to auditing from the 
standpoint of administrative planning. 
Certainly many of the benefits of re- 
vising an audit program to give effect 
to changing procedures and techniques 
may be lost if the examination is poor- 
ly planned and poorly administered. 

The question of who should perform 
the administrative functions outlined in 
the discussion which follows will de- 
pend on the size of the accounting firm 
and the size of the engagement. Some 
of the suggested administrative proced- 
ures will obviously be inapplicable in 
smaller engagements, but the size of 
the job should never serve as an excuse 
for poor administrative planning. 
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PRELIMINARY PLANNING 


There are a number of areas to 
which the auditor should give his at- 
tention prior to the commencement of 
his field work. These would include 
such matters as: (a) logistics (man- 
power assignments, locations to be 
visited, letters of instruction to other 
offices of the firm, plans for physical 
inventory observation and accounts re- 
ceivable confirmation, etc.); (b) a re- 
view of the prior year’s questionnaire 
on internal control and a review of the 
audit program, with a view to revising 
and updating the program; (c) a re- 
view of the correspondence file for re- 
cent developments which might have 
a bearing on the audit; and (d) a re- 
view of work done by the client’s per- 
sonnel in prior years and preparation 
for similar work during the current ex- 
amination. 

Pre-audit contact with the client 
might include furnishing him with sta- 
tionery and a list of schedules to be 
prepared, and arranging for the use of 
his personnel as assistants working di- 
rectly on certain phases of the audit. 
In this latter connection consideration 
must be given to those phases of the 
audit in which it is feasible and/or 
desirable to use the client’s personnel. 
Generally speaking, the requisites for 
such use are that the employee be in- 
dependent of the activity he is audit- 
ing, that he have the ability to do a 
competent job, and that his work not 
result in the substitution of his judg- 
ment for that of the independent audi- 
tor. Work requiring such exercise of 
judgment, and therefore not suitable 
for assignment to personnel other than 
the auditor’s own staff, would include 
vouching, payroll and sales tests, and 
the reading of minutes and contracts. 
Work which might be suitabie for as- 
signment to the client’s personnel un- 
der the supervision of the independent. 
auditor would include physical inven- 


tory tests, preparation of trial balances, 
cash counts, bank reconciliations, te 
ceivable confirmations, preparation of 
tax return and 10-K schedules and 
various balance sheet and expense ac- 
count analyses. 

Large engagements undertaken by 
multi-office accounting firms frequently 
involve work by more than one office. 
Since primary responsibility rests with 
the office initiating the work, it is sug- 
gested that a letter of specific instruc- 
tions to the office performing the work 
be written, to accompany the audit 
program and working papers of the 
previous examination, covering such 
matters as: (a) the scope of the exam- 
ination; (b) the suggested classification 
of men required; (c) a time budget; 
(d) a deadline for completion of the 
work; (e) the type of finished product 
required (i.e., working papers, letter 
report, rough draft of financial state- 
ments, letter on internal control, etc.); 
(f) a request that the working papers 
include a summary of audit findings, 
comments on internal control, sugges- 
tions for revision of the audit program, 
and a comparison of actual and 
budgeted time with an explanation of 
variances; and (g) comments by the 
initiating office resulting from a critical 
review of working papers from the pre- 
vious audit, with a view to improving 
the current year’s examination. 


ON-THE-JOB ADMINISTRATION 


There are, of course, a number of 
administrative responsibilities in con- 
nection with the conduct of a field ex- 
amination. Most of these are routine 
and second nature to the competent 
auditor. However, I should like to 


offer for consideration a few sugges | 


tions (or reminders) which I believe 
can assist in improving the efficiency 
and effectiveness of the auditor’s work. 

Working papers are the backbone 
of the examination, and they should 
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stand the test of time. Meaningless 
schedules and miscellaneous notes and 
“to do” lists of no lasting value should 
be eliminated. The papers should be 
free from questions or comments which 
are unanswered or to which the an- 
swers and explanations are vague or 
unintelligible. Audit findings should 
be summarized and easily accessible. 
Interim audit findings should be dis- 
cussed with the client at the conclu- 
sion of preliminary work and followed 
up at the year-end. Possible year-end 
adjustments and matters pertaining to 
statement presentation (including such 
questions as comparative statements, 
penny elimination, and combining of 
captions) should be discussed prior 
to the year-end, if possible, to permit 
a considered decision by the client. 
Worthwhile suggestions are sometimes 
turned down solely as a result of poor 
timing. Also prior to the year-end it 
is desirable to work out with the client 
a year-end closing schedule or time- 
table for the accomplishment of vari- 
ous phases of the work by both parties. 


CONCLUSIONS 


An attempt has been made in the 
preceding pages to evaluate some of 
the procedures and techniques which 
are included in a number of audit pro- 
grams today, and in certain cases to 
suggest alternate approaches. In con- 
sidering these comments and sugges- 
tions, it is important, I believe, to 
bear in mind two things. First, not 
all of the comments and proposals 
will be applicable in every engagement. 
The size of the client and the degree 
and quality of his internal control will 
determine whether some of the sug- 
gested procedures are practicable. 
(Size alone, however, should not auto- 
Matically operate as a deterrent to 
eliminating unnecessary audit proced- 
ures or to adopting more effective al- 
ternate procedures.) Second, the pro- 


posals which I have suggested should 
not be interpreted solely as an attempt 
to reduce audit work. Rather, they 
represent a program for increasing the 
effectiveness of the work within the 
framework of the generally accepted 
scope of an examination incident to 
the expression of an opinion on finan- 
cial statements. True, I have proposed 
the elimination of certain “traditional” 
audit steps, but I have also suggested 
a shift in emphasis (more procedural 
testing, the use of a selected transac- 
tion approach rather than a period test, 
etc.) which will in all probability re- 
sult in an increase in audit time in 
certain areas. 

The discussion of specific audit pro- 
cedures was prefaced by a considera- 
tion of the effect of internal control 
and of the auditor’s responsibility for 
fraud detection on the scope of his 
examination. The position taken by 
the writer is that the volume and tim- 
ing of the auditor’s work are entirely 
dependent upon his review of his cli- 
ent’s internal control, and that the 
limitation on the auditor’s responsi- 
bility for the discovery of fraud will 
also have a direct bearing on the scope 
of his examination. 

Consideration has also been given 
to certain administrative procedures, 
both pre-audit and on-the-job, and it 
has been suggested that close atten- 
tion to audit administration and plan- 
ning is equally as important as sound 
auditing procedures in the successful 
conduct of an engagement. 

With the rapidly increasing cost of 
maintaining a competent audit staff it 
is incumbent upon every accounting 
firm and practitioner to operate at 
maximum efficiency. This requires a 
constant alertness to and ability to ad- 
just to changing techniques. Auditing 
is not an exact science. Certainly au- 
diting procedures should be neither 
static nor inflexible. 
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Interstate Business Taxation 


By HARRY KATZ 


Several recent court decisions reflect an expanding permissible 
scope of state taxes on interstate business. A partial brake on 
such expansion was exercised by recent Congressional legis- 
lation. The cumulative effect of these developments is analyzed 
by the author, as applied to direct net income taxes and appor- 
tionment of income, gross receipts taxes and use taxes. 


To tax advisors ever hopeful of 
greater certainty in the law, recent 
developments in the field of state tax- 
ation of interstate business yielded 
small comfort. In an area where the 
Supreme Court has itself said that nice 
distinctions are to be expected, and 
what has gone before will not neces- 
sarily guide the future, further contro- 
versies have arisen. 

It will perhaps aid in better under- 
standing the latest happenings if cer- 
tain basic concepts are first examined. 
The source of any discussion in this 
field is, of course, the Commerce 
Clause of the Federal Constitution. 
This provision merely declares that 
Congress shall have the power to reg- 
ulate commerce among the states.? 
The clause, it will be noted, does not 
in terms prohibit the states from im- 
posing taxes on interstate commerce. 

However, certain state levies in their 
nature or their application may tend 
to impede the free flow of commerce 





HARRY KATZ is Tax Counsel of the 
Bureau of Excise Taxes, Office of the Comp- 
troller, the City of New York. Mr. Katz 
is a member of the New York State Bar 
Association and the New York County 
Lawyers Association. 
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among the states—which it was the 
aim of the Commerce Clause to pro- 
mote—and thereby interfere with the 
Congressional power to regulate such 
commerce. It has devolved upon the 
Supreme Court to determine in what 
circumstances a state or local tax may 
be said to conflict with the federal 
power over interstate commerce. Al- 
though the Court has from time to 
time announced general principles to 
serve as guides in resolving this issue, 
the decisions of the Court still mani- 
fest a case-by-case approach to the 
task of accommodating competing 
state and federal interests. As a result 
there has grown up a body of deci- 
sions which say a great deal but are 
scarcely instructive and, to use the 
Court’s own words, are a “tangled 
underbrush.” 


THE NORTHWESTERN CEMENT CASE 
AND PUBLIC LAW 86-272 


In the landmark Northwestern Ce- 
ment decision handed down early in 
1959,? the Court sought to clear away 
some of the underbrush. In that case 


1U.S. Const., art. 1, sec. 8, cl. 3. 
2 Northwestern States Portland Cement 
Co. v. Minnesota, 358 U.S. 450 (1959). 
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it upheld a Minnesota net income tax 
imposed on the exclusively interstate 
operations, apportioned to Minnesota, 
of an Iowa corporation which main- 
tained only a small sales office in the 
taxing state. All goods ordered by 
Minnesota customers were shipped to 
them F.O.B. Iowa plant. 

Prior to this decision it had been 
commonly thought that the net income 
of a foreign corporation engaged in 
activities which were solely in further- 
ance of interstate commerce could not 
be constitutionally subjected to tax. 
In 1951 the Court had apparently so 
held in the Spector case.* In North- 
western Cement, however, a distinc- 
tion was drawn between a tax imposed 
directly on net income which the Court 
declared does not interfere with the 
federal power over interstate com- 
merce, and a tax such as was involved 
in Spector, imposed for the privilege 
of doing interstate business and meas- 
ured by net income, which falls di- 
rectly on interstate commerce. The 
Court reaffirmed that no state could 
levy a tax on the privilege of conduct- 
ing an exclusively interstate business. 

It may be noted here that neither 
the New York State Franchise Tax 
nor the New York City General Busi- 
ness Tax was affected by this decision, 
as both are deemed to be privilege 
taxes.* 

The Northwestern Cement decision 
was also significant for the implication 
carried in its language that even if a 
foreign corporation does not maintain 
an Office in the taxing state but solicits 
business there by means of traveling 





salesmen, it can be held liable for the 
state net income tax. 

Since thirty states levy direct taxes 
on net income, with varying formulas 
for the apportionment of income, the 
possibility of multiple taxes on small 
business under the new rule aroused 
Congress to quick action. Acting un- 
der its power to regulate interstate 
commerce, it enacted a law to limit 
the power of the states to tax nonresi- 
dent business concerns upon their net 
income from interstate operations. 

Public Law 86-272, which took 
effect September 14, 1959, provides 
that no state may tax such income if 
the sole activity of a nonresident busi- 
ness concern in the taxing state con- 
sists of solicitation of orders for tangi- 
ble personal property, either for its 
own account or for the account of 
its customers, and the orders are ac- 
cepted outside the taxing state and are 
filled by shipment from a point outside 
the state.5 Further, the concern may 
not be subjected to tax because it is 
represented in the taxing state by an 
independent agent who also acts for 
other principals even if the agent 
maintains an office in the state. 

What, then, is the cumulative effect 
of the Northwestern Cement decision 
and the federal statute which followed 
it? 

1. A nonresident business concern 
is subject to a net income tax upon 
its operations in a taxing state, even 
if those operations are exclusively in 
furtherance of interstate commerce, if 
the concern maintains an office in the 
state from which orders are solicited.® 


3 Spector Motor Service v. O’Connor, 340 U.S. 602 (1951). 
_ £New York State announced after the Northwestern Cement decision was rendered that 
it will not apply the franchise tax to out-of-state companies engaged exclusively in interstate 
operations. For a holding as to the nature of the New York City tax, see Matter of United 
Piece Dye Works v. Joseph, 282 App. Div. 60 (1st Dept. 1953), aff'd 307 N.Y. 780 (1954), 


cert. den. 348 U.S. 916 (1955). 


5 The statute does not limit the states in their power to tax net income from services. It 
does not, for example, afford protection to persons engaged in rendering transportation, 
Processing, communication, advertising or other services across state lines. 

If a company maintains a plant or stock of goods in a taxing state, it is clearly taxable. 
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2. A nonresident concern is not 
subject to tax if it merely sends in 
salesmen or “missionary men” to so- 
licit orders (which are subject to ac- 
ceptance outside the state and are 
delivered from an out-of-state point), 
or if the concern is represented by a 
manufacturer’s agent in the state. 

Under Public Law 86-272, solicit- 
ing business merely by mail, or news- 
paper and magazine advertising, or 
radio and television promotion, would 
afford immunity from tax. However, 
once a company engages, in addition 
to solicitation, in such other operations 
as repairs, installations, handling com- 
plaints, etc., the protection of the stat- 
ute would probably be lost, for the 
statute prohibits state taxation if the 
“only” business activity conducted in 
the state is solicitation. 

The statute provides that the Senate 
Finance Committee and the House 
Judiciary Committee shall study all 
matters relating to state net income 
taxation of interstate commerce in 
order to recommend legislation to 
Congress establishing uniform stand- 
ards for such taxation. These commit- 
tees are required to report to Congress 
by July 1, 1962. In that sense, Public 
Law 86-272 may be regarded as a 
stopgap pending the establishment of 
a legislative program for state taxa- 
tion of net income of interstate busi- 
ness. 


APPORTIONMENT OF INCOME 
FROM INTERSTATE COMMERCE 


In speaking of the creation of 
uniform standards for the taxation 
of interstate business, Congress was 
doubtless referring mainly to the pro- 
mulgation of a uniform formula for 
the apportionment of income from in- 
terstate commerce. 


The purpose of an apportionment 
formula is to break down total income 
so that only that part of the income 
is subjected to tax in any state which 
properly reflects the activities carried 
on in that state. Stated differently, 
apportionment seeks to prevent multi- 
ple taxation of the same income by the 
states in which a company conducts 
its activities. Such cumulative taxation 
is, of course, invalid. 

This is not to suggest that precise 
mathematical accuracy is essential to 
an apportionment formula. The courts 
have held that a rough approximation 
will suffice.* Although the apportion- 
ment formula must be fair and rea- 
sonable, the burden of proving that 
it is not so, either on its face or in 
its application to a taxpayer, is cast 
upon the taxpayer.§ 

Most states have adopted a three- 
factor formula which employs the fac- 
tors of property, wages, and receipts! 
In each of these factors the value in 
the taxing state is proportioned to 
total value, the three fractions are 
totalled, then divided by three to 
arrive at the average which is applied 
to net income. The result is the por- 
tion of the taxpayer’s net income sub- 
ject to tax. Certain types of income 
such as rents, royalties, dividends and 
interest, are separately allocated ac- 
cording to specific rules and do not 
enter into the formula as part of the 
receipts factor. 

From this brief analysis it is clear 
that tax minimization requires that 
the numerator in any or all factors 
be reduced to the extent possible. This 
involves important business considet- 
ations. For example, reducing the 
property numerator may require the 
removal of plant or inventory from 
the taxing state. Lowering the wage 


7 Illinois Cent. R. Co. v. Minnesota, 309 U.S. 157 (1940). 
8 Bass, Ratcliff & Gretton, Ltd. v. State Tax Commission, 266 U.S. 271 (1924). 
®Some states utilize two factors; others, a single factor. 
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numerator would in all likelihood re- 
quire relocation of an office. Even such 
removal would not always accomplish 
its purpose, however, for some states 
include in the payroll numerator time 
spent in the taxing state by salesmen. 
In order to reduce the receipts numer- 
ator it is particularly important to 
study the formula involved, for the 
states differ substantially in allocating 
receipts. Some allocate receipts to the 
state of delivery, others to the place 
of negotiation, still others to place of 
approval of the order, and so on. Low- 
ering the receipts numerator will there- 
fore depend in each case upon the 
provisions of the particular formula. 


GROSS RECEIPTS TAXES 


In Matter of United Piece Dye 
Works v. Gerosa,’® the City of New 
York sought to impose its General 
Business Tax upon a company en- 
gaged in the business of dyeing tex- 
tiles belonging to its customers. The 
company maintained a substantial of- 
fice in New York City at which adver- 
tising and promotional activities were 
carried on. However, orders were 
subject to acceptance at the company’s 
plant in New Jersey where the dyeing 
Operations were conducted, and the 
finished goods were shipped from the 
plant to customers in New York. The 
Court held that the activities carried 
on through the New York office were 
all incidental to the company’s inter- 
state business, and the company could 
not be subjected to a tax on gross 
receipts for the privilege of doing an 
exclusively interstate business. 

A recent case involving the same 
tax was distinguished from United 
Piece Dye Works and the tax was up- 
held. In Berkshire Fine Spinning As- 
Sociates v. City of New York," a 





foreign corporation manufactured and 
sold fabrics which were shipped from 
its out-of-state plants to customers in 
New York City. The company’s of- 
fices in the City accepted orders, 
checked credit, maintained certain 
records and gave production instruc- 
tions to the company’s out-of-state 
mills. Bills were rendered by the New 
York office and payments were re- 
ceived there. The Court declared that 
the company’s activities in the City 
represented local operations separate 
from interstate commerce, and suffi- 
cient to justify the imposition of an 
apportioned gross receipts tax. In 
short, since the taxpayer was not en- 
gaged solely in interstate commerce, 
it could be taxed for the privilege of 
doing business. 

From this brief analysis, the prin- 
ciple emerges that if a nonresident 
business concern engages in the City 
of New York solely in soliciting or- 
ders for sales or services in interstate 
commerce, it is not subject to the New 
York City General Business Tax for 
the exercise of this privilege; on the 
other hand, if it engages in other ac- 
tivities locally in addition to solicita- 
tion and promotion, such as making 
sales contracts, etc., it is subject to 
tax. 


USE TAXES 


With a marked increase in inter- 
state selling in recent years and the 
development of new methods of sell- 
ing, the states which impose use taxes 
have devoted greater effort to requir- 
ing out-of-state sellers to collect the 
tax on sales made to residents. The 
use tax, as is now familiar, has been 
adopted as a complement to the sales 
tax in order to prevent tax-free pur- 
chases by residents from out-of-state 


10282 App. Div. 60 (1st Dept. 1953), aff'd 307 N.Y. 780 (1954), cert. den. 348 U.S. 


916 (1955). 


115 N.Y. 2d 347 (1959), app. dis. 361 U.S. 3 (1959). 
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sellers and to protect local merchants 
from the ensuing competitive disad- 
vantage. 

Unquestionably, a state may require 
an out-of-state retailer who maintains 
a local office to charge and collect 
the tax, and this is so even where the 
local office has had nothing to do with 
a particular sale.‘ Can a state com- 
pel a nonresident seller to collect tax 
where he does not maintain a local 
office there? 

In the General Trading case™ the 
Supreme Court held that a nonresident 
company could be required to charge 
and collect use tax where it regularly 
and systematically sent its salesmen 
into the taxing state to solicit busi- 
ness, the orders being subject to ac- 
ceptance in the home state and the 
goods being shipped from that point. 
And this year, in Scripto v. Carson," 
it was ruled that a nonresident seller 
is required to collect tax even where 
orders are solicited by independent 
sales representatives who also act for 
other principals. 

It may be observed that the City 
of New York for many years has ad- 
hered to the position now confirmed 
by the Scripto decision, that out-of- 
City vendors are required to charge 
and collect the New York City com- 
pensating use tax upon retail sales 
made to New York City customers 
where such sales are effected by means 
of orders taken by the company’s 





own employees or by independent con- 
tractors.!° 

A number of states have asserted 
the right to require nonresident sellers 
to collect use tax if sales are effected 
merely by catalog, or radio or news- 
paper advertising. Even though sell- 
ers are undoubtedly exploiting a local 
market through this form of solicita- 
tion, there is a very substantial ques- 
tion as to whether this type of activity 
constitutes sufficient “nexus” so as to 
afford the requisite jurisdiction over 
the seller. In Miller Bros. v. Mary- 
land,*® a Delaware seller who made 
deliveries to Maryland customers and 
also reached them by direct mail and 
“spill-over” newspaper and radio ad- 
vertising, was held not liable for col- 
lection of the Maryland use tax." 


CONCLUSION 


The states and localities, to satisfy 
the multiplying demand for increased 
public services and benefits, have been 
casting about for new and additional 
sources of revenue. In doing so, they 
have directed their attention not only 
to wholly local business but also to 
activities in some way related to inter- 
state operations, for all of these derive 
some advantage from local services 
and exploitation of the local market. 

The recent decisions discussed in 
this article, which reflect an expanding 
permissible scope of state taxes ot 
interstate business, render it manifes 


12 Nelson v. Sears, Roebuck & Co., 312 U.S. 359 (1941). 


13 322 U.S. 335 (1944). 
14 362 U.S. 207 (1960). 
15 Sales Tax Regulations, Art. 4. 
16 347 U.S. 340 (1944). 





17 Thirty-four states, the District of Columbia, and many localities impose a use a%. 
Following the decision in Scripto, bills were introduced in both houses of Congress to amend 
Public Law 86-272 so as to prohibit the states from requiring nonresident retailers to collect 
use taxes if the retailers’ only activity in the taxing state consists of solicitation by salesmen 
or independent representatives. In effect, these bills would undo the holdings of both the 
General Trading and Scripto cases. The House bill was referred to the Judiciary Committee 
and the Senate bill to the Finance Committee. The Senate committee eliminated the basic 
provisions described above, leaving only a provision for study of sales and use taxes imposed 
on interstate transactions, and reported the bill as thus amended. However, no definitive 
action was taken on these bills at the last session of Congress. 
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llers lections have been increasing in recent _peyertheless expose itself to the tax 
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ad- Fishing with a bent pin is said to be a relaxing pastime, but the 

col- man who enjoys landing a big one insists on using a barbed hook. Many 


members of our own profession are content to sit on the bank 
and take what comes their way, but those who want their clients to 
stay with them know they must strengthen their professional status. The 
business man of today is no longer satisfied with an annual audit. He 


isfy wants the additional benefit of current changes and new ideas affecting 
sed him. If his accountant cannot keep abreast of the times he will satisfy 
een his appetite for new techniques elsewhere. To keep ahead in his game, 
ynal the angler goes to the sporting goods store to look over the latest lures 
her and swap stories with fellow fishermen. Their love for fishing is the tie 
I that binds this group, but sportsmen know such association is to their 
a) mutual advantage. The CPA has a library of experience and current 
} {0 ideas available to him through membership in his local society. No 
ter- amount of reading or research is more advantageous to an accountant 
rive than his association with those engaged in the same profession. 
ices Whether in his hobby or in his business, the extent of a man’s 
ket. interest is indicated by his desire for improvement. Maintaining the 
in status quo reflects not only on the man, but on the profession he 
ling practices. The CPA has a duty to his client to render the best service 
jo of which he is capable, but his responsibility does not end there. From 
fos the day he receives his certificate until the time of his retirement, he 
; represents the entire accounting profession. He can hardly do a cred- 
itable job if he is not affiliated with his professional society and has 
no contact with his fellow practitioners. 
JoHN C. ETHRIDGE, “Professional Help Wanted,” 
THE Georcia CPA, Summer 1960 
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The Cost-Reduction Program 


By M. B. T. Davies, CPA 


The success of a cost-reduction program will depend largely on 
the attitude of top management. A clearly defined program is 
needed, targets should be attainable, and efforts made to see that 
they are achieved. This article pinpoints the factors which may 
cause excessive costs, outlines the role of management in devel- 
oping and executing the program, and presents the ground rules 
to be observed in searching for opportunities to reduce costs. 


Prosperity often breeds inefficiency. 
Under the cover of adequate profits, a 
business may accumulate—and over- 
look—areas of waste, inefficiency and 
unnecessary expense. The power to 
question these areas progressively 
wanes, and they are eventually ac- 
cepted as normal operating conditions. 
The standards which they generate 
are built into the business budget, and 
continuing prosperity detracts from 
the incentive to take corrective action. 

Consequently, a business recession 
arrives during a period of atrophy, 
when it is difficult to isolate and de- 
stroy these conditions. All too often, 
the realized need for reducing costs 
leads to panic action, such as: across- 
the-board reductions in manpower and 
budgets; postponement of important 
and necessary projects; excessive con- 
centration on reducing insignificant 
cost items; and curtailment of neces- 
sary services. Seemingly, the ideal 
time for pursuing an active program of 





M. B. T. DAVIES, CPA, is a partner in 
the Los Angeles office of Lybrand, Ross 
Bros. & Montgomery, certified public ac- 
countants, 
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cost-reduction is during a period of 
prosperity. However, the incentive is 
then less pressing, and methods, prac- 
tices and policies leading to excessive 
costs may have become so deeply in- 
grained that the task of reducing costs 
is very difficult. 

A cost-reduction program requires 
systematic planning and _ execution. 
In particular, it calls for an under- 
standing of the causes of excessive 
costs, active leadership and support 
by the top management, and adoption 
and pursuit of effective measures. 


CAUSES OF EXCESSIVE COSTS 


Policies. Management policies may 
create unnecessary expense. These 
policies may be inherently unsound, 
they may have been erroneously inter- 
preted, or they may have become out- 
moded with the passage of time. For 
example, assume that management sets 
a formula for deciding the annual limit 
of capital expenditures. If excessive, 
it may permit wasteful expenditures to 
be incurred; if inadequate, operating 
costs may be unduly high because of 
failure to modernize, replace or pul- 
chase equipment. 
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Lack of management effort. A con- 
stant drive is needed to seek out and 
eliminate unnecessary or excessive ex- 
pense. Management failure—at any 
level—is a common cause for per- 
petuating inefficiency in this respect. 
Thus, if standard unit costs are used 
for appraising operating performance, 
they may not reflect recent method 
improvements. Operating inefficiencies 
may be hidden under a cloak of false 
standards. 

Inadequate planning. Each change 
in operations and business conditions 
calls for plans to be re-evaluated. 
Changes in plans are sometimes over- 
looked; at other times they develop 
through a subconscious adherence to 
precedent. Unnecessary expense is a 
common result. A business, for ex- 
ample, may introduce a second-line 
grade of product to supplement its 
original line. It paints, finishes and 
packages its new line acording to ex- 
isting specifications. However, less 
superior—and less costly—standards 
might be appropriate for its second- 
line products. 

Empire-building. Officials some- 
times add to their subordinate work 
force and functions in an effort to 
increase their personal stature. This 
tendency may escape detection when 
business conditions are satisfactory 
and activity is on the increase. Con- 
sider, as an illustration, a home office 
industrial relations division which has 
staff counterparts at each plant. Their 
work is similar, it overlaps, and active 
communications take place between 
the home office and plant staffs. Econ- 
omy could be gained by centralizing 
the staff. 

Lack of imagination. Consistent ex- 
posure to a specific condition may 
cause one to accept it and fail to 
observe opportunities for improve- 
ment. The imagination becomes 
dulled, and potential savings are not 


realized. For example, the manufac- 
turing process requires a flow of semi- 
finished products from one type of 
machine to another. Machines are 
physically grouped by type for ease 
in supervision. By a change in plant 
layout and supervisory philosophy, it 
would be possible to group machines 
according to production flow rather 
than type. This would eliminate ex- 
cessive products movement within the 
plant, and permit better control of 
quantities of semifinished products. 
Outmoded techniques and equip- 
ment. Busy attention to its daily prob- 
lems and tasks often prevents manage- 
ment from devoting sufficient time to 
the study of new developments and 
trends. Facilities for improving meth- 
ods, techniques and equipment are 
constantly becoming available, yet 
their potentialities may not be fully 
explored. Consider the case of a large 
payroll department which compiles 
data from time cards and job cards, 
calculates payrolls, distributes payroll 
expense and prepares pay checks-—all 
by hand. Its work may be performed 
more accurately, more speedily and 
more economically through the adop- 
tion of punched card techniques. 
Corporate fictions. Many businesses 
are engaged in a multitude of opera- 
tions, particularly when there has been 
a conscious move to diversify. Some 
operations are performed by corpora- 
tions acquired through merger; others 
by separately created subsidiaries. A 
multiplicity of organizations and meth- 
ods tends to be created and may be 
overlooked because separate corporate 
entities are involved. In a group of 
associated corporations, for example, 
there may be a separate purchasing 
department in each corporation. By 
combining these departments it may 
be possible to reduce administrative 
expenses, gain important advantages 
through combining purchasing power 
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and ordering in larger quantities, and 
stimulate intercorporate transactions. 

Absence of incentives to save. The 
business activity responsible for the pro- 
duction function is generally con- 
stantly aware of the need for control- 
ling costs. Overhead departments, on 
the other hand, tend to emphasize the 
value of the services they provide and 
become less conscious of the need for 
controlling costs. After engaging in 
his “annual battle of the budget,” in- 
deed, the manager of an overhead 
department is frequently satisfied 
merely to operate within his budget; 
exceptional savings might prejudice 
his budget in the succeeding year. 
This may be illustrated by reference 
to a company which has a number 
of regional offices which process cus- 
tomer orders. By developing and pub- 
lishing unit processing costs, it may 
instill a spirit of competition among 
the regional offices, provide an induce- 
ment to cut these costs, and establish 
keener standards for future budgets. 

Lack of supervisory perspective. 
The pressure of daily routine and the 
inertia caused by adherence to ac- 
cepted practice tend to reduce a man- 
ager’s ability to review his operation 
objectively. Chances to produce fun- 
damental improvements are conse- 
quently passed by. His superior is 
often similarly placed, and unable to 
compensate for this loss of perspective. 
As an example, assume that excessive 
scrap and rework expense is caused 
by the adoption of unreasonable in- 
spection standards. The situation may 
be disclosed by an inspection made 
by a home office team that provides 
an entirely fresh and independent 
viewpoint. 

Inadequate information. Effective 
information is the springboard for 
productive action. Sometimes that in- 
formation is not developed; at other 
times, even though available, it is not 


presented to the people who can use 
it to stimulate action. An illustration 
of this would be a multiple-plant com- 
pany which ships products on a nation- 
wide basis at uniform prices, F.OB, 
destination, and absorbs transportation 
expense. Each plant develops statis- 
tics on the effective selling prices for 
each destination after providing for 
freight costs. The company traffic 
manager may be able to arrange for 
switches of delivery points among 
plants and thus reduce freight costs, 

Luxuries. Certain expenses add to 
the comfort of working conditions and 
improve the morale of employees, cus- 
tomers and others. While not wholly 
necessary, they have a “public rela- 
tions value” and may be justifiable 
in favorable times. However, they 
call for re-evaluation in a period of 
adverse business conditions. To illus- 
trate: Regional salesmen’s conferences 
are held annually at resort country 
clubs. The programs are spread over 
a period adequate to provide for re- 
laxation and entertainment. As a 
result of reduced sales, it may be 
desirable to hold the meetings in 
company premises or nearby hotels, 
condense the programs, and let the 
salesmen know that country club meet- 
ings will be resumed when sales 
improve. 

Unprofitable time. Employees’ time 
is generally fully occupied in a period 
of intense activity, and the work force 
grows to absorb the excess of work- 
to-be-done over available working cz 
pacity. With a downturn in business, 
a lag generally occurs before the work 
force is reduced. The extent of ur 
profitable time, particularly in over 
head activities, is not readily discert- 
ible because work tends to be dont 
more slowly and otherwise idle time is 
camouflaged. Assume, for example, 
that invoices are prepared at decet- 


tralized sales offices. By keeping st 
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tistics of the relationship of invoice 
yolume to paid man-hours, the com- 
pany should be able to compare pres- 
ent with past productivity and to 
appraise the performance of one office 
against another. As minutes-per-in- 
voice become excessive the company 
should order staff reductions. 

Slack buying practices. Under the 
pressure of active business conditions, 
a purchasing department may be com- 
pelled to adopt short-cuts, to buy in 
inappropriate quantities, to devote in- 
adequate care in securing bids, and 
to spend insufficient energy in explor- 
ing markets and consulting with sup- 
pliers. Thus, a company may buy 
parts for its manufacturing operations 
according to standards defined by its 
engineers. The purchasing agent may 
invite its suppliers to visit the plant, 
watch its operations and meet the 
plant management. He may explain 
the urgent need for reducing costs and 
call for the suppliers to make a con- 
tribution. By careful examination of 
specifications and discussion of alter- 
natives, the suppliers may be able to 
produce a less costly product by fab- 
ticating it to less exacting or less ex- 
pensive standards. 

Overstocking. The hazards of exces- 
sive or ill-balanced inventories are 
less apparent when sales are rising, 
when an atmosphere of optimism pre- 
vails, and when the principal concern 
is to be prepared to meet every sales 
opportunity. An unfavorable business 
trend often develops with dramatic 
suddenness. Inventories reach dispro- 
portionate levels; slow-moving stocks, 
obsolescence and spoilage become 
matters of greater concern; and a drive 
is instituted to reduce inventory levels. 
Changes in inventory policy should 
then be explored. Consider, illustra- 
tively, the case in which inventories 
are carried in ample quantities at de- 
centralized warehouses, supplied from 
4 centrally located plant. It may be 


desirable to reduce decentralized in- 
ventory levels and make greater use 
of central storage facilities. The total 
inventory investment may then be re- 
duced and production schedules geared 
to a level where greater protection is 
afforded against excessive inventories 
in the face of a falling market. 

Inefficient routines. The methods of 
performing repetitive tasks, though in- 
dividually insignificant, may have an 
important collective influence on costs. 
When the methods are first installed, 
it may not be possible to visualize the 
ultimate volume, and, as the activity 
expands, the basic methods may be 
insufficiently questioned. Potential sav- 
ings may be gained through work 
simplification, elimination of routines, 
combination of tasks, or discovery of 
duplicated effort. However, the neces- 
sity for the over-all activity should be 
studied before attention is given to the 
methods involved. A good illustration 
would be the procedure whereby a 
shipping order, bill of lading and in- 
voice are each prepared for every out- 
going shipment. When items are not 
immediately available, a back order 
requisition is also initiated. It may be 
possible to originate a single all-pur- 
pose document to meet all these needs, 
using a reproducible “master” for re- 
cording the essential data. This should 
reduce clerical time and eliminate 
transcription errors. 


Watered budgets. The budget is 
sometimes an illusory standard for 
controlling expense. Budget requests 
frequently include margins for “con- 
tingencies” which are not entirely elim- 
inated in the budget reviews. In itself, 
the budget provides an adequate meas- 
urement device only when linked in 
with a factor based on volume. Con- 
sider this example: A drafting depart- 
ment has successfully requested an 
increased budget. However, its costs 
may be evaluated when expressed in 
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terms of cost per authorized drawing 
produced. If this factor is introduced, 
department expense may be subjected 
to a dual type of budgetary control, 
one expressed in terms of absolute 
dollars and the other based on pro- 
ductivity. 

Here, then, are some of the major 
causes which should be explored in 
an endeavor to reduce costs. But the 
process of seeking them out will gen- 
erally be burdensome and may not 
develop at the pace necessary to pro- 
duce substantial savings rapidly. A 
coordinated and systematic approach 
therefore becomes a necessity. 


MANAGEMENT'S ROLE IN 
STIMULATING ACTION 


The management should control a 
cost-reduction program through exer- 
cising broad supervision rather than 
by becoming involved in its routine 
aspects. It should define targets rather 
than specify detailed methods. It 
should review progress rather than 
penetrate deeply into individual prob- 
lems. 

In developing and executing a pro- 
gram of this type, it will generally 
have a fourfold task: 

1. It should specify the objectives 
to be achieved. 

2. It should define the reasons for 
the program and formulate the general 
course of action to be pursued. 

3. It should assign responsibilities 
for getting the work done. 

4. It should review achievements, 
exercise follow-up action, and recog- 
nize individual and collective perform- 
ance, 


SPECIFYING THE OBJECTIVES 


The savings targets should be de- 
termined first. A profit-and-loss pro- 
jection should be made, based on 
expected business conditions, with the 
underlying assumptions slanted pessi- 
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mistically rather than optimistically, 
The projected profit or loss thus de. 
veloped should be compared with the 
desired profit; the difference will dis. 
close the extent of the savings required 
to achieve a satisfactory profit. Po. 
tential savings should then be estimated 
for each significant organizational unit, 
The aggregate of these potential say- 
ings will differ from the tentative tar. 
get previously calculated, but the two 
amounts will provide the extremes of 
a range within which a target should 
be established. 

After additional refinement, savings 
targets should be produced in sep- 
arate amounts for each significant or- 
ganizational unit, the total represent- 
ing the aggregate business target. Or- 
ganizational objectives need not be 
substantiated by detailed estimates, al- 
though reasons should be provided to 
justify their general magnitude. The 
managers should be shown the com- 
plete picture, including their own tar- 
gets in relation to the total business 
objective and that objective as an in- 
fluence on the profit-and-loss pro 
jection. 


ANNOUNCING THE POLICY 


The program should be announced 
affirmatively and convincingly. lt 
should preferably be presented by the 
chief executive officer orally before 
his key officials. They should be made 
to understand that the cost reductions 
are regarded as essential and that their 
own departmental contribution is im- 
perative to achieve the total objective. 
Where operations are dispersed, visits 
should be made to outlying officials 
or other suitable means such as tele 
phone or _ closed-circuit television 
should be used. The presentatiol 
should be as simple and inexpensive 
as possible, because of the advers 
effect of too elaborate an exposition. 

Each organizational chief should 
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understand that he may call on all 
available resources of the organiza- 
tion in attaining his target. He should 
be encouraged to use bold and uncon- 
ventional measures, subject only to 
policy checks at the appropriate level. 
He should also recognize that a shift- 
ing of costs organizationally will be 
acceptable only if its total effect will 
result in net savings. 

Time limits should be set for the 
production of results. These limits will 
naturally tend to vary directly with the 
magnitude of the savings desired. 


ASSIGNING THE RESPONSIBILITIES 


A twofold approach is generally de- 
sirable for assigning responsibilities 
for reducing costs. Each organiza- 
tional chief should, in the first place, 
be allotted a savings target. It should 
be his soie responsibility to see that 
the target is achieved. Then, in addi- 
tion, staff support should be provided 
so that the organizational chiefs can 
receive maximum assistance. Because 
of the certainty of heavy demands on 
staff services, the staff organization will 
need judicious handling. 

Organizational savings targets should 
apply both to line and staff functions. 
However, where costs are dependent 
on volume, the method of expressing 
savings targets will necessarily be dif- 
ferent from those concerning func- 
tions whose costs are relatively con- 
stant. 

Organizational chiefs should be en- 
couraged to delegate authority and 
gain maximum support from their 
subordinates, and interdepartmental 
cooperation should be fostered in at- 
tacking problems of common interest. 

A manager may miss opportunities 
to produce savings within his own de- 
partment because he operates within a 
framework of policies and philosophies 
ftom which he finds it difficult to 
emerge and adopt a detached view- 


point and perspective. Because of 
this, the supporting staff organization 
may profitably be used to ramrod the 
over-all program. 

The staff organization should be 
small, compact and hard-hitting. Its 
head should be a man of stature who 
has the confidence of the chief execu- 
tive officer and his top executives. 
While the program is in effect, he 
should report directly to the chief ex- 
ecutive officer; and, in a program of 
any substantial size, he should be re- 
lieved of all other duties and devote 
his full energies to it. His reponsi- 
bilities should be clearly defined and 
made known to key people in the or- 


ganization. These _ responsibilities 
should include such tasks as the fol- 
lowing: 


1. Act as the chief executive offi- 
cer’s principal representative in coor- 
dinating the program. 

2. Assist in providing for changes 
of policies necessary to produce sav- 
ings. 

3. Consult with and, where neces- 
sary, guide departments in achieving 
results. 

4. Assist departments in providing 
technical and professional help beyond 
their available facilities, whether from 
central staff facilities, elsewhere within 
the organization, or the engagement of 
outside specialists. 

5. Coordinate interdepartmental re- 
lations and mediate, as necessary, in 
any disputes. 

6. Receive, review and publish pro- 
gress reports. 


In a business of sufficient size, it 
may be desirable to provide a group 
of people with varied backgrounds and 
specialties to give full-time assistance 
to the coordinator. Line, as well as 
staff, people should be considered in 
this connection, and the employment 
of outside specialists should not be 
overlooked. The group should be given 
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facilities to require priority assistance 
from specialized departments, such as 
industrial engineering, product design, 
operations research, purchasing, traffic, 
systems and procedures, accounting, 
engineering, and research. The maxi- 
mum impact of available talent should 
be brought to bear in attaining the 
targets. 


MAINTAINING IMPETUS 
OF THE PROGRAM 


Results gained through the program 
should be recorded and conveyed to all 
organizational chiefs. This will not 
only preserve good communications, 
but will also engender competitive 
spirit. 

When individual tasks are success- 
fully completed, they should be re- 
ported to the coordinating unit. The 
budgets of the departments concerned 
should be reduced to the extent of 
the estimated savings, and performance 
should be watched to be sure that 
savings materialize. 

The coordinating unit should pub- 
licize steps taken to produce savings 
so that other departments can capital- 
ize on these ideas and apply them to 
meet their individual needs. One-time 
savings should also be reported. Even 
though they may not produce per- 
manent or continuing benefits, they 
should nonetheless be recognized as a 
contribution. 

Periodic reports issued by the co- 
ordinator should display the percentage 
progress made by each department 
toward its target. The coordinator or 
his staff should visit the department 
managements constantly, particularly 
those whose progress is unsatisfactory. 
He should make sure that interest in 
the program is being maintained; he 
should discuss projects on hand and 
under consideration; he should assist 
in pooling company-wide experience 
and skills; and he should see that ade- 
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quate follow-up is exercised in instal. 
ling approved projects. 

The management should recognize 
individual and collective achievements 
in reducing costs. While monetary re. 
ward may sometimes be suitable, the 
effects of a personal letter from, or 
an interview with, the chief executive 
officer should also be considered. An 
interesting advantage to be gained 
from a program of this nature is the 
disclosure of hitherto undiscovered tal- 
ent; and the management should be 
prompt to recognize it. 

Finally, a basic organizational con- 
cept should be followed. With respon- 
sibilities lying in the hands of organiza- 
tional chiefs and a program coordin- 
ator, the top management should al- 
low them a broad scope of action. 
Good communications between them 
and the top management should be 
preserved, but the latter should en- 
deavor to remain free from involve- 
ment in routine features of the pro- 
gram. 


These four broad courses of action 
should be pursued by the manage- 
ment in initiating and conducting a 
program for reducing costs. It may 
now be appropriate to examine some 
guides to be followed for producing 
maximum tangible results in a mini- 
mum of time. 


INSTALLING MEASURES 
TO REDUCE COSTS 


Certain ground rules may profitably 
be observed in searching for oppor 
tunities to reduce costs. All who art 
actively concerned in the program 
should understand them. 


GET RELIABLE INFORMATION 


The availability of accurate and 
meaningful information is a fund- 
mental need. Some may be available 
through the customary record-keep- 
ing; on the other hand, much may need 
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to be accumulated through one-time 
studies. 

Effort should be devoted first to 
those areas where the savings poten- 
tialities are the greatest. It may re- 
quire comprehensive analysis of op- 
erating statistics to show exactly where 
these areas lie. Operating data, to the 
fullest practicable extent, should be 
presented according to organizational 
segments; the economics of each or- 
ganizational unit can then be studied 
separately. 

External statistics are useful for 
comparisons. Inventory turnover rates 
in comparable industries, costs of pro- 
ducing purchase orders, costs per auto- 
mobile mile, etc., may provide valu- 
able yardsticks in reviewing the effi- 
ciency of internal operations. However, 
the fundamental risks in using this type 
of statistical information should be 
recognized. 


SEEK OUT SACRED COWS 


Almost every business has its sacred 
cows—operations, people, policies or 
groups whose usefulness is considered 
to be above question. A concentrated 
eflort should be made to identify them, 
to plumb the reasons for their exist- 
ence, and to explore the possibility of 
change. 

Pet projects of individual executives 
are a common source of origin of these 
sacred cows. The originator should be 
prepared to accept questioning in an 
open-minded manner; and the ques- 
tioning itself should be diplomatic. 
Changes may involve breaks with long- 
established precedent or tradition, and 
those changes may be hard to accept, 
even though they entail savings. 


SEGREGATE DIRECT AND 
INDIRECT COST ACTIVITIES 


The approach to direct cost savings 
will differ materially from the approach 
'o gain reduction of indirect costs. A 


clear distinction should be observed, 
and direct costs should be interpreted 
in their narrowest sense—in terms of 
labor and materials that form the cost 
content of the product. “Direct over- 
heads,” such as foremen’s compensa- 
tion, supplies, maintenance, power and 
depreciation, should be regarded as 
an indirect expense. 

Direct costs require examination in 
terms of the physical content of the 
manufactured product, the quality and 
content of the component materials, 
and the labor involved in fabrication. 
Indirect costs, on the other hand, call 
for a consideration of methods and 
other forms of control. Is it necessary, 
for example, to employ so many fore- 
men? Can power costs be reduced by 
modifying the boiler system? Are 
monthly statements to all customers 
necessary when ten-day credit is stand- 
ard? Can record-keeping needs be re- 
duced by simplifying the basis of com- 
pensation? 


EXAMINE THE SALES PICTURE 


In exploring the opportunities for 
reducing costs, attention should be 
paid to sales features. An expansion 
of sales would spread the overhead 
load more finely. Are all opportunities 
being seized here—for additional prod- 
uct lines, for different grades, styles or 
colors, for hitherto underdeveloped 
markets, for better methods of distri- 
bution? 

The cost of the product in relation 
to its market should also be considered. 
Where, for example, packaging and 
wrapping are significant costs, is there 
a potential market for a lower-priced 
unpacked or unwrapped product? Con- 
versely, could a new luxury market be 
developed with a different product fin- 
ish, different style or added features? 

Then, too, the cost of selling should 
be examined. Many opportunities exist 
here. Greater concentration or dis- 


THE COST-REDUCTION PROGRAM @ 701 








persal of sales centers, sales compen- 
sation more closely tied to sales per- 
formance, changes in credit practices, 
changes in sales organization—all pro- 
vide examples of matters that might 
warrant review. 





START AT THE TOP 
AND WORK DOWNWARDS 


Radical and dramatic steps are 
sometimes needed to cut costs. The 
more fundamental the action, the 
greater is the likelihood that it will be 
outside the framework of thinking on 
which the search is based. As a con- 
sequence, before examining possibili- 
ties within any function or activity, the 
reason for its very existence should first 
be questioned. 

An advertising department, for ex- 
ample, may be unjustified if the adver- 
tising agency carries the load of the 
work. A container plant may be un- 
economic if containers can be pur- 
chased advantageously from _ other 
sources. A research department may 
not be paying its way. A shipping de- 
partment may be unnecessary if the 
warehouse can ship directly and avoid 
dual handling. Each activity, both 
“operational” and “overhead” should 
be scrutinized critically to see whether 
it can be eliminated. 

Where elimination is not desirable, 
the inside working of the activity 
should be questioned. For example, is 
the department overmanned? Is each 
operation entirely necessary? Are work 
methods economical? Is there super- 
fluous paperwork? Is work being dupli- 
cated? Are all expenses thoroughly 
justified? Is the cost of supervision too 
heavy? The manager of the individual 
department cannot always answer these 
questions in an unbiased manner. For 
this reason, the coordinating unit pre- 
viously discussed should devote some 
of its time to a review of each depart- 
mental activity. 


INQUIRE INTO THE COST 
OF INFORMATION 


Whenever information is required, it 
entails effort—and therefore cost. New 
records—and additional paperwork— 
may have to be created, or existing 
records reprocessed. When informa- 
tion is required more rapidly, the costs 
tend to mount with it. More paper, 
more people, more machines, more 
storage facilities, and, as a result, more 
money are needed to fulfill these infor- 
mational needs. 

Before examining the cost of pro- 
ducing information, therefore, the need 
for the information itself should be 
questioned. This should be extended 
to cover deadlines, reporting frequen- 
cies, the degree of accuracy required, 
and the form of presentation. A ruth- 
less reduction of the reporting system 
can produce surprising economies in 
overhead expense. 

While the mechanized processing of 
information often lowers costs, there 
are times when it increases them. These 
mechanical methods should be criti- 
cally examined and their cost should 
be compared with that of alternative 
manual methods. 


DEVOTE EMPHASIS TO 
PROFITABLE ACTIVITIES 


Lucrative discoveries may sometimes 
be made in connection with activities 
acknowledged to be unusually profi 
able or efficient, or where costs are 
consistently lower than budgeted. The 
reputations earned by these activities 
may have created a type of umbrella 
that has shielded them from close it- 
vestigation. On the other hand, activi- 
ties of an average, borderline or ut 
economic nature are generally studied 
more frequently and more closely. As 
a result, opportunities for improvement! 
sometimes lie in areas where they att 
least expected. 


Those functions of a business which 
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produce exceptional profits, or which 
compare favorably with competitive 
enterprise, or which have grown con- 
siderably, or which consistently per- 
form better than budgeted—all should 
be subjected to close review. 


EXPLORE POTENTIALITIES 
THROUGH EXPERIMENTATION 


Productive ideas are sometimes dis- 
carded because of the risk that at- 
taches to them. To protect against this 
contingency, limited experimentation 
should be applied. Of course, reason- 
able steps should first be taken to re- 
duce the risk factor to a minimum. 

Experimentation offers particular 
advantages where: 


1. The sales operation is decentral- 
ized. 

2. There is a wide range of prod- 
ucts. 

3. There are several plant opera- 
tions. 

4. Individual segments of the busi- 
ness may safely be subjected to test 
without disturbing other segments. 

5. The potential savings are so great 
that inherent risks are worth accepting. 

Experimentation is worth attempting 
on a limited basis even when a full- 
scale change is approved. This better 
enables initial difficulties to be over- 
come before they assume company- 
wide proportions. Costly mistakes, too, 
can be limited if a testing period pre- 
cedes full-scale adoption. When sam- 
ple operations are tested, it is desir- 
able, where possible, to apply the tests 
in more than one location so that ini- 
tial results can better be evaluated. It 
is desirable, too, to conduct the experi- 
ments with the cooperation of people 
who are anxious to make them a suc- 
cess. This avoids resistance at the out- 
set and provides standards for later 
achievement. 


INVESTIGATE ONE-TIME 
ACTION OPPORTUNITIES 


There may be opportunities for one- 
time profits or for the elimination of 
continuing losses through taking one- 
time losses. These opportunities are 
not always readily determinable from 
a review of operations or operating 
statistics. Examples are: reduction of 
slow-moving or obsolete inventories; 
disposal of fixed assets or investments; 
and refinancing of long-term debt. The 
long-range effects of these actions will 
need study, as will the tax aspects. 

In assessing the desirability of dis- 
continuing product lines or subsidiary 
activities (whether or not corporately 
distinct), it should first be ascertained 
that the operation is truly unprofitable 
and is not merely so from a bookkeep- 
ing viewpoint because of the method of 
apportioning overhead expense. 


RE-EVALUATE TOP-LEVEL POLICIES 


The ramifications of management 
policies on operating results are funda- 
mental. Nevertheless, they are some- 
times accepted through tradition or be- 
cause of an emotional distaste for 
questioning them. There are those that 
originated through conditions that no 
longer exist, or because of personal 
idiosyncracies, or to counter competi- 
tive conditions that have since changed. 
A change in policy can often produce 
a much greater effect on profits than 
can a change in procedures. 

Policies may be in the form of un- 
written laws and, even when in written 
form, may not be entirely comprehen- 
sive. Their very existence may not be 
apparent until it is realized that they 
constitute a barrier against a proposed 
course of action. And this realization 
may not even occur, because conflict 
with existing philosophies precludes 
consideration of that action. 

The fresh and independent view- 
point needed to re-evaluate company 
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policies may not exist among the staff The success of a cost-reduction pro- 
responsible for heading the cost-reduc- gram will depend largely on the atti- 
tion program. For this reason, the en- tude of top management. A clearly 
gagement of outside consultants may defined program is needed; targets 


produce a more extensive viewpoint should be attainable, and efforts made f 
and reveal opportunities that would be __ to see that they are achieved. A firm 
overlooked by company men. attitude is needed, and progress should 
be followed with exacting care. Where Co 
SUMMARY progress is slow, pressure should be 


The development and installation of | exerted, and ruthless action should be 
measures to reduce costs is mever a taken when the occasion demands, 





simple or painless task. Personal pre- The greater the need for cost-reduc- RE. 
serves may be trespassed; human feel- tion, the more unpleasant the task be- TIC 
ings may be excited and disturbed; in- comes. But, once the program is ( 
formation may be inadequate, or opin- _ started, it should be pursued with an 7” 
ions distorted; above all, job security irresistible drive until its objectives rat 
may be endangered. have been accomplished. we 
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In my conversations with accountants and officers of their clients the 

I have been impressed with the number of situations in which the the 
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in accounting control is important to investors as well as to manage- amc 

ment. The need for managerial services in these situations is obvious. al t 
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timely reporting to management might well be considered a prerequisite 

to an invitation to the public to entrust its funds to the venture. The A 
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New York State Tax Forum 


Conducted by PETER ELDER, CPA 


REAL ESTATE CORPORATION: ADDI- 
TIONAL ASSESSMENT ON DISSOLUTION 


Section 182 of the New York Tax 
Law provides, in part, that any corpo- 
ration taxable under such section shall 
at the time of liquidation, or prior to 
dissolution, pay an additional tax based 
upon the sum of any dividends dis- 
tributed and not heretofore used as a 
basis of any additional franchise tax as 
herein provided, and upon the sum of 
the corporation’s actual net worth in 
excess of its actual paid-in capital, at 
the rate of two percent. Therefore, if 
the assets of a real estate corporation 
have appreciated in value at the time 
of dissolution, so that there is an ex- 
cess of net worth over the actual 
amount of paid-in capital, an addition- 
al tax of two percent will be assessed 
on such excess. 

An area of controversy which can 
arise upon dissolution of a real estate 
corporation whose assets have appre- 
ciated in value is the determination of 
the value of the assets. Suppose a real 
estate corporation sells its interest in 
realty for $6,000,000, and that it can 
show that shortly after the sale a valu- 
ation of $5,300,000 was reached in a 
lax certiorari proceeding in the Su- 
preme Court of the State of New York. 
Must the State Tax Commission ac- 
cept the lower valuation for the pur- 





PETER ELDER, CPA, is chairman of our 
Society's Committee on New York State 
Taxation. Mr. Elder is a member of the 
firm of Peat, Marwick, Mitchell & Co. 


poses of computing the amount upon 
which the additional tax is assessed 
under Section 182 of the Tax Law? 
This basically was the question which 
the court was asked to pass upon in a 
recent case. (Jn the Matter of the 
Application of Broadur Realty Corpo- 
ration V. State Tax Commission, Su- 
preme Court, Appellate Division, Third 
Judicial Department, March 18, 
1960.) 

In addition to the fact situation pre- 
sented above, the case indicated that 
the petitioner owned an undivided 
one-half interest in the realty in ques- 
tion and that two individuals owned 
the remaining one-half interest. The 
entire fee was sold for $6,000,000 with 
the purchaser assuming an existing 
mortgage of $4,012,444.92, new sec- 
ond and third mortgages of $369,000 
and $184,500, respectively, and a 
cash payment of the balance of 
$1,434,055.08. The individual owners 
accepted the second and third mort- 
gages with the cash being apportioned 
accordingly as between the vendors. 

The petitioner alleged that notwith- 
standing the sales price of $6,000,000, 
the Tax Commission was required to 
use the value determined in tax cer- 
tiorari proceedings for the purpose of 
assessing the additional two percent 
under Section 182 of the Tax Law. 
Not so said the court. While the Com- 
mission may consider such valuation, 
it was not obligated to adopt it. The 
petitioner also alleged that the $6,000,- 
000 sales price represented more than 
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the true value of the real estate be- 
cause that sum included some amount 
for the purchase terms used to induce 
the acceptance of the second and third 
mortgages by the two individuals. Ac- 
cording to the case, however, no proof 
of this assertion and no evidence was 
offered to show that the price paid ex- 
ceeded the market value obtainable on 
a cash sale. 

In its decision the court stated: “It 
is not possible for us, upon this record, 
to hold either that the method of valu- 
ation employed by the administrative 
agency was arbitrary or unreasonable 
or that the result at which it arrived 
was unsupported by substantial evi- 
dence. On the contrary, the Commis- 
sion was amply warranted in finding 
that the transaction was at arms’ length 
and that under the circumstances it 
constituted the soundest and most per- 
suasive evidence of value.” 


LOSS OF CLASSIFICATION AS 
REAL ESTATE CORPORATION 


Section 182 of the Tax Law clearly 
provides that a corporation classified 
as a real estate corporation may hold 
or acquire the entire capital stock of 
one or more corporations taxable un- 
der such section and continue to retain 
its classification as a real estate corpo- 
ration. Thus, a corporation so classi- 
fied may acquire a wholly owned sub- 
sidiary, and if the subsidiary corpora- 
tion is taxed under Section 182, the 
parent corporation will continue to 
be so taxed. 

Suppose a real estate corporation 
acquires a corporation, also taxed un- 
der Section 182 of the Tax Law, which 
had obtained a loan from the Federal 
Housing Administration. In order to 
obtain the loan it was necessary for 
the corporation to issue to the Federal 
Housing Administration a valid special 
class of stock in consideration of pay- 
ment to the corporation of an amount 


not exceeding $100. The corporation 
followed the usual procedure of issuing 
preferred stock to the Administration, 
Thus, while the purchasing corporation 
can acquire the entire issued and out. 
standing common stock of the corpora- 
tion it cannot acquire the issued and 
outstanding preferred stock unless the 
loan is paid, which cannot be done due 
to lack of cash or ability to borrow the 
necessary funds. Will the inability to 
acquire the preferred stock result in the 
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purchasing corporation losing its classi- 
fcation as a real estate corporation? 

In an Opinion of the Attorney Gen- 
eral to the State Tax Commission, 
dated February 23, 1960, based on 
substantially similar facts as indicated 
above, it was held that the purchasing 
corporation will lose its classification 
asa real estate corporation since it will 
not acquire the entire capital stock of 
the other corporation. The opinion 
states: “There appears to me to be 
nothing unreasonable in construing the 
statutes as operating to confer certain 
benefits disjunctively rather than 
cumulatively—thus depriving the cor- 
poration of the benefit of Tax Law 
Section 182 if the corporation whose 
stock is acquired has chosen to secure 
an F.H.A. loan and in the process 
made compliance with Section 182 im- 
possible.” It is further stated: “As was 
said in Terminals and Transportation 
Corporation v. State Tax Comm., 254 
N. Y. 401, 404: ‘We must take the 
Tax Law as we find it, and not attempt 
to adjust it to conditions which may 
not have been foreseen.’” Thus, the 
opinion indicates that the taxpayer in 
question (the purchasing corporation) 
is to be taxed under Article 9-A of the 
Tax Law rather than under Article 9. 

The above opinion may seem to be 
harsh but appears to be following the 
decision of the courts in strictly con- 
struing the provisions of Section 182. 


PERSONAL INCOME TAX— 
NONRESIDENT WITHHOLDING 


One of our readers has advised us 
of the following matter involving the 
taxability of payments to nonresident 
employees subsequent to corporate 
dissolution. 

A domestic corporation, in the proc- 
ess of liquidation, wished to acknowl- 
edge the loyalty of its former em- 


ployees, all nonresidents of New York 
and heretofore subject to New York 
State income tax, and also to make 
some provision for their requirements 
subsequent to dismissal by the corpo- 
ration. The corporation decided to 
make periodic payments to these 
former employees for a period of 36 
months and, upon complete liquida- 
tion, to deposit the necessary funds in 
a bank account from which the pay- 
ments would be made. The bank ac- 
count would be under the jurisdiction 
of the corporation subject to any other 
disposition as determined by the cor- 
poration. 

In view of the above, the following 
questions were presented to the De- 
partment of Taxation and Finance: 

1. Are the payments made to the 
former employees (nonresidents) sub- 
sequent to their dismissal by the cor- 
poration subject to New York State 
income tax? 

2. Is the corporation required to 
withhold income tax for remittance to 
the New York State Income Tax 
Bureau? 

3. Is it possible to define such pay- 
ments as pension payments and there- 
fore nontaxable to the former em- 
ployees, who were and continue to be 
nonresidents? 


Our reader reports that the ques- 
tions were answered as follows (in the 
order listed): 


1. Dismissal payments to the for- 
mer employees who are nonresidents 
are subject to New York State income 
tax to the extent based on prior per- 
sonal services rendered in New York 
State. 

2. The employer is required to de- 
duct and withhold the proper amount 
of tax for remittance to the New York 
State Income Tax Bureau. 

3. The payments described do not 
constitute a pension. 
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Accounting and the SEC 


Conducted by Louis H. RAPPAPORT, CPA 


“SUBSTANTIAL” COMPLIANCE WITH SEC REQUIREMENTS 


A few years ago the SEC introduced 
a new form of registration statement 
designated Form S-8. It was intended 
to be used in connection with em- 
ployee savings and stock purchase 
plans which have been adopted by a 
number of large corporations—prin- 
cipally by those in the oil industry. 

Because Form S-8 offers substantial 
possibilities for savings in time and 
effort as compared with Form S-1, 
issuers were quick to use the new form 
in situations where it was not intended 
to be used. The form had been used 
in a number of cases involving stock 
option plans when the SEC cracked 
down and forced registrants to use 
Form S-1. 

More recently, however, the SEC 
has relented and has permitted Form 
S-8 to be used in connection with 
some employee stock option plans. 
Whether or not Form S-8 is available 
in a given case is a decision to be 
made by the issuer’s attorney—not the 
accountant. But the accountant should 
be alert to the abbreviated financial 
requirements in S-8 mentioned below. 

Insofar as it relates to financial 
statements, the requirements of Form 





LOUIS H. RAPPAPORT, CPA, a partner 
in the firm of Lybrand, Ross Bros. & Mont- 
gomery, CPAs, is the author of SEC AC- 
COUNTING PRACTICE AND PROCED- 
URE. 
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S-8 are simple. The form calls for 
the following: 

1. A summary of earnings cover- 
ing at least five years, the last three 
of which must be certified (Item 11 of 
Form S-8). 

2. Certified financial statement 
(without supporting schedules, hov- 
ever) covering the company’s latest 
fiscal year included in its annual re 
port to the SEC (Form 10-K, for 
example). If the annual report to the 
SEC includes consolidated statements, 
then such statements should be in- 
cluded in Form S-8, and the uncor- 
solidated statements of the issuer omit- 
ted (Item 17 of Form S-8). 

In certain circumstances the finar- 
cial statements required by (2) abov 
may be omitted in the prospectus 
which is part of Form S-8. The it- 
structions provide in effect that if th 
issuer’s published report to shareholé- 
ers for its last fiscal year includes 
certified financial statements “substat- 
tially meeting the above requirements’ 
such statements may be incorporatei 
by reference in the prospectus. If th 
suggested procedure is applicable in! 
given instance, it means that the cot 
pany must furnish a copy of the ptt 
spectus and a copy of its publish 
annual report to employees or othe 
persons to whom the offer is beit 
made. 
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As our readers know, the financial 
statements in an SEC filing must com- 
ply with the requirements in Regula- 
tion S-X. That regulation is not ap- 
plicable to the financial statements in 
the ordinary published report to share- 
holders. Consequently the latter will 
not usually contain the notes to finan- 
cial statements required by Regulation 
§-X. The regulation, for example, 
calls for a description of the company’s 
depreciation policy, together with the 
rates used, if practicable. These and 
other notes must be furnished in an 
SEC filing but ordinarily are not in- 
cluded in published reports to share- 
holders. 

It, therefore, becomes pertinent to 
inquire whether the statements in the 
published report “substantially” con- 
form to the SEC’s requirements in the 
light of the instructions in Form S-8. 
Would the published statements “sub- 
stantially” meet the SEC’s require- 
ments if the so-called “compliance” 
notes were omitted? The answer— 
based on actual experience—is that, 
if the published statements meet the 
other principal requirements, the SEC 
does not object if the compliance notes 
are omitted and would accept the pub- 
lished report in these circumstances. 

We know of a case where this ques- 
tion was recently considered by the 
SEC. A public utility company filed a 
registration statement on Form S-8 
and included its published report to 
shareholders as a basic part of the 
financial presentation. The company 
is under the jurisdiction of a public 
utility commission which has pro- 
mulgated a uniform system of accounts. 
The system requires that utilities sub- 
ject to its jurisdiction include the re- 


serve for depreciation on the liability 
side of the balance sheet, and not 
as a deduction from the related asset. 
This is directly contrary to Regulation 
S-X which (in Rule 3.11) provides 
that valuation reserves shall be de- 
ducted from the assets to which they 
apply. 

In due course the SEC issued its 
memorandum of comments covering 
its review of the company’s registra- 
tion statement. The SEC said: 

Item 17 of Form S-8 provides that if 
the annual report of the issuer to its 
security holders for its last fiscal year in- 
cludes certified financial statements sub- 
stantially meeting the requirements of Reg- 
ulation S-X, such statements may be in- 
corporated by reference in the prospectus. 
In this connection, it is noted that the 
annual report to shareholders includes the 
reserve for depreciation under the caption 
“reserves and other credits” rather than 
as a deduction from utility plant contrary 
to the specific requirements of Regulation 
S-X and therefore would not meet the con- 
cept of “substantially meeting the require- 
ments.” However, this Division will raise 
no objection to the use of the annual report 
to shareholders provided the first paragraph 
under “Financial Statements and Summary 
of Earnings” on page 10 is expanded to 
include a discussion of the difference in 
accounting presentation of the above re- 
ferred to item. 

The registration statement was 
amended by the company by adding 
the following paragraph to the pro- 


spectus: 

The “Reserve for Depreciation of Utility 
Plant” is included under the caption “Re- 
serves and Other Credits” in the balance 
sheet and has not been deducted from 
“Utility Plant” as required by regulations 
of the Securities and Exchange Commis- 
sion. If the reserve were deducted from 
“Utility Plant” in accordance with such 
regulations, the net utility plant at the end 
of 19... would be $2... Se . 
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Administration of 


A CPA Practice 


Conducted by MAX BLocK, CPA 


BUILDING A GOOD STAFF 


An accounting firm’s growth, indeed 
its existence, is dependent on the qual- 
ity of its staff. A good staff is not 
just an aggregation of accountants, nor 
is it an accident. It can result only 
from the knowledge of effective per- 
sonnel management and development 
practices, and from constant, unremit- 
ting care and attention to them. These 
are the policies and practices that gen- 
erally make for a good staff: (a) in- 
telligent recruiting and selection; (b) 
good training and supervision; (c) 
high professional standards of prac- 
tice; and (d) enlightened staff rela- 
tions and management. 

Each of the aforementioned, though 
a separate area of activity, neverthe- 
less impinges on the others. In their 
application we might be guided by 
some of the tactics of great athletic 
coaches in the development of out- 
standing football, baseball and other 
teams. 





MAX BLOCK, CPA (N. Y., Pa.), is a 
former chairman of the Committee on Ad- 
ministration of Accountant’s Practice of the 
New York State Society of Certified Public 
Accountants. He is a lecturer at the Baruch 
School of Business and Public Administra- 
tion of The City College of New York in 
the graduate course on Accounting Practice. 
Mr. Block is a member of the firm of 
Anchin, Block & Anchin. 
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STAFF RECRUITING AND SELECTION 


The sources of manpower need only 
be enumerated. They are public and 
private employment bureaus, college 
agencies, accounting school faculty, 
newspaper ads, own staff (recommen- 
dation of friends), and, in rare cases, 
fellow practitioners. Practitioners who 
enjoy good reputations in the profes- 
sion are sought out by men who seek 
to improve their experience and status. 

An interview is not to be treated 
casually. Good men are lost because 
of poor interview techniques and poor 
men are mistakenly employed. In a 
interview an applicant who has self- 
confidence and knows market condi- 
tions appraises his prospective em- 
ployer critically and will not take the 
first job offered him. The applicant 
should be sold, truthfully, on the firm. 
Conversely, the interviewer must be 
able to raise proper questions, inter- 
pret the replies, gauge personality, and 
draw correct conclusions. Some inter- 
viewers use a check list to insure 
against oversights in questioning, and 
to jot down their observations s0 
to be able to develop a profile of th 
man for later review. Good selectior, 
supported by good management, It 
duces turnover of personnel. 

Aptitude and personality tests at 


an aid in the selection of personnt | 
only if well understood by the pers0l | 
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siving the test and making the ratings. 
Otherwise they can result in the loss 
of good personnel and in unwitting 
harm to the rejected applicant. The 
American Institute of Certified Public 
Accountants has developed tests that 
have been used for years by many of 
the members. 

A new man, of whatever rank or 
experience, must be carefully inte- 
srated. He just must not be “thrown 
into the pond to sink or swim.” Inte- 
oration means an explanation, by oral 
means and by staff manual, if avail- 
able, of the firm’s administrative and 
personnel policies. He should be 
shown around the office and intro- 
duced to everyone, including partners. 
He should spend a day or two in the 
office reviewing selected reports and 
working papers. He should be put at 
ease as quickly as possible. If the 
new man is to take charge of engage- 
ments he should be personally intro- 














| When your client needs 

| FINANCING... 
Phone “FIDELITY” 

LOWEST RATES on accounts receiv- 


able, non-notification, exact equity re- 


funded daily—that’s the story of Fidelity 
Factors, specialists since 1927 in liberal 


loans on accounts receivable. Fidelity 
offers you simplest handling plans. 
Loans on machinery, too. Phone or 


write our Mr. Dworsky . . . 


Tilddit 
Lobes 


1440 BROADWAY, N. Y. 
LOngacre 5-3908 




















duced to the clients’ principals and 
accounting personnel. 


GOOD TRAINING AND SUPERVISION 


So much has been written on this 
subject, including comments in this 
department, that it needs only a most 
sketchy review. 

Good training, which requires good 
supervision, is one of the uppermost 
considerations in a man’s selection of 
the firm for which he will work. Some 
men will sacrifice compensation for 
a position where they will get good 
experience and can progress. What 
comprises good training and supervi- 
sion? Basically, the following: 

1. Observance by the firm of high 
standards in all areas of its practice 

2. Rotation of men on jobs. 


3. “On the job” training programs. 
4. “Off the job” training programs. 
5. Good office reference library. 


6. Circulation of required reading. 

7. Required attendance at CPA 
Society technical sessions and other 
outside technical training. 

8. Regularly scheduled discussions 
with men on their status and progress. 


HIGH PROFESSIONAL STANDARDS 
OF PRACTICE 


This is not a simple term to define. 
It perhaps can be comprehended by 
consideration of a list of the major 
elements that enter into high stand- 
ards of practice, to wit: 

1. Refusal to handle marginal cli- 
ents and those whose accounting poli- 
cies and procedures cannot be brought 
above a substandard level. 

2. Insistence that annual and year- 
end audits be on a basis adequate for 
the expression of an unqualified opin- 
ion, except in meritorious cases. 

3. The work of staff is carefully 
supervised on the job, papers and re- 
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ports are carefully reviewed on the 
job or at the office, and men are held 
to strict rules of accountability. 

4. Audit programs, internal con- 
trol questionnaires, permanent files, 
workpapers, financial statements, and 
other elements of the practice are 
carefully conceived, standardized, and 
strictly observed. A progressive atti- 
tude toward improvement is a collat- 
eral condition. 

5. All of the physical aspects of 
financial reports, tax returns, special 
reports, letterheads, and other commu- 
nication media should be dignified and 
of good quality. 

6. Personnel management should 
be enlightened. Only the best men 
should be hired and they should be 
required to measure up to minimum 
cultural, educational, and physical ap- 
pearance standards. Enlightened per- 
sonnel policies will attract superior 
men and keep morale high. 

7. Good service to clients and an 
unwillingness to compromise stand- 
ards because of fee inadequacies. 

8. Independence in all relations 
with clients. 

9. Compliance with the rules of 
professional conduct of state and na- 
tional CPA societies. 

10. Good physical facilities and 
library. 


ENLIGHTENED STAFF RELATIONS 
AND MANAGEMENT 


This area is another that has been 
well covered in articles and by vari- 
ous dissertations in this department. 
For this reason only a cursory review 
is here deemed necessary. Moreover, 
because of the broad scope of this 
subject and its obvious nature it is 
here treated in outline form. 

All of the elements that make for 


“ 
tN 
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high professional standards of practice 
also enter into requirements for ep. 
lightened staff relations and manage. 
ment. The following are additiona| 
points: 


1. Be slightly overstaffed rather 
than understaffed. The intelligent ut. 
ization of manpower makes for eff- 
ciency and high morale. 

2. Keep overtime down to a to- 
erable level. 

3. Be considerate of the status of 
married men and students in making 
out-of-town and overtime assignments, 

4. Be considerate of travel time 
to and from home in making daily 
assignments. 

5. Publicize, in a staff manual, ad- 
ministrative policies as to hours of 
work, travel and other expense rein- 
bursements, overtime rules, vacation 
allowances, and other matters of in- 
terest to the staff. 

6. Deal with the problem of poo 
staff men as soon as possible. This 
is not only good for the firm but also 
for the staff man. 

7. Good supervision and_ staf 
training programs, including staf 
meetings and bulletins. 

8. Intelligent, publicized opportu- 
nities for promotion. 

9. Good compensation, with prop- 
er regard for outstanding competence: 
reasonable fringe benefit programs. 

10. Regard for the comfort ani 
dignity of men on the job and in the 
office. 

11. Encouragement of specializ 
tion and continuing education. 

12. Use of college trainees and 
eventual absorption into regular staf 

13. Careful integration of me 
men. 
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Payroll Tax Notes 


Conducted by SAMUEL S. REss, CPA 


RECENT UNEMPLOYMENT INSURANCE DECISIONS 


A decision handed down in June 
1960 by a New York Unemployment 
Insurance Referee in Case No. E1295- 
59R held that an accounting firm was 
liable for unemployment insurance 
contributions on its payments to a 
“per diem” CPA. The latter had been 
engaged as an independent contractor 
rather than as an employee, for ac- 
counting and auditing services per- 
formed on behalf of the accounting 
frm on the books and records of the 
firm’s clients. 

This case has broad implications not 
only with respect to unemployment in- 
surance but also as to state and fed- 
eral withholding taxes, social security 
taxes and workmen’s compensation and 
disability insurance, in the case of 
CPAs engaged on a per diem basis 
presumably as independent contrac- 
tors rather than as employees. It may 
likewise affect the situation where 
correspondent certified public account- 
ants are engaged by accounting firms 
to perform certain phases of an audit 
on behalf of the accounting firm. 

Because of its general interest to 





SAMUEL S. RESS, CPA, is engaged in 
public practice in New York City. Dr. 
Ress was formerly a member of our 
Society’s Committee on New York State 
Taxation and chairman of its Subcommittee 
on Unemployment Insurance. 
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members of the profession and since 
the decision is not generally available 
in the regular payroll tax services for 
perusal by practitioners, a full report 
of the Referee’s Findings of Fact and 
Opinion is set forth below. 

By determinations dated September 
19, 1958 and November 28, 1958, the 
employer, who formerly conducted an 
accounting and auditing practice, was 
held subject to the unemployment in- 
surance law, effective July 1, 1953, 
and liable for additional contributions 
in the sum of $2,010 for the audit 
period July 1, 1953 to June 30, 1958. 

The employer concededly became 
subject to the law as of January 1, 
1956, and whether he became liable 
for contributions as of July 1, 1953 
depended upon the status of four cer- 
tified public accountants who worked 
for the employer on a per diem basis. 
The status of a tax consultant who 
was not a certified public accountant 
was also in dispute. The Referee held 
that the four certified public account- 
ants who performed professional serv- 
ices on a per diem basis were em- 
ployees but the tax consultant who 
was not a certified public accountant, 
and was paid on a per job basis, was 
not an employee but an independent 
contractor. 

Two of the CPAs, AB and CD, 
began their association with the em- 
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ployer as salaried employees. How- work be done continuously and with | ™ 
ever, as of July 1, 1953, they were no _— out. interruption. It was usual fo; be 
longer engaged as employees but were __ several of the CPAs to work together act 
to render professional certified public. and only occasionally did they wok | ™ 
accounting services on a per diem’ alone. If they had to be absent ada — ™ 
basis with no payroll tax deductions the others would carry on. In each in. | 
to be made from their earnings. No stance, however, the employer was tha 
deductions were ever made from the advised as to the progress of the audit the 
earnings of the other two per diem and notified if anyone was to be the 
CPAs or from the earnings of the tax absent. | 
consultant. During the audit period In addition to working at the estab- the 
the four CPAs had their own prac- lishments of the employer’s clients, | “* 
tices but their own business was small the CPAs spent some time at the em. | °? 
and did not occupy them full time. ployer’s office. CD was associated ire 
Each CPA was, therefore, willing to with the employer for the longest time Th 
work for the same employer to occupy _and she generally was regarded as the auc 
his “dead” time. The arrangement “senior” of the four CPAs. When she - 
which the employer made with each was in the office and the other gil 6 
of the CPAs was that he was to be — was busy, CD would sometimes writ o 
paid on an hourly basis. The em- some letters for the employer if re. liga 
ployer kept time records of the hours quested to do so. sho 
that the CPAs worked and they billed The four CPAs were paid for thir | 
the employer weekly. transportation expenses. Those wh foo, 

The employer’s practice consisted used automobiles were paid a flat rat | 
primarily of making monthly audits per mile, Those who used publi = 
for his clients and each of the CPAs transportation were paid for any size- — 
was accustomed to making the audit able amounts that they expended on 
for the same clients each month. Since = Qccasionally, they were paid for the : ' 
the CPAs were experienced and meals they consumed. pe 
qualified and were familiar to a great The tax consultant EF, occasional! es 
extent with the client’s business, they was engaged by the firm to analyz righ 
did not require close or detailed su- ang plan an estate of an individul | the 
pervision. From time to time, how- and do the tax research work that ws} Tho 
ever, it was necessary to consult with involved. He was paid on an assigh | em 
the employer. Occasionally he was — jpent basis and not on an hourly bass. } 27] 
present in person at the audit, and yy. gid the work as and when he chos Bon 
then he of course took charge. At and was not supervised, controlled «| Coy, 
frequent intervals the CPAs came to girected in the manner in which be} Bog 
the employer’s office to submit their performed his work. 274 
work sheets, and report and receive The following quotation sets forth} Bog 
future assignments. the Referee’s conclusions and tt 

Each of the CPAs dovetailed the cision: were 
employer’s work with his own to re- “It is my conclusion that the CPA 
duce as much as possible any conflict were employees, not independent cot- 
as to scheduling. Once a CPA had tractors, because they were subjec 
accepted an assignment from the em- to the control, direction and sup 
ployer, he carried it out to the comple- vision of the employer. They wet 
tion of the job. However, in making given definite assignments, and. wiill 


the audit, it was not essential that the they are experienced CPAs and, toa | 


| 
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considerable extent knew what had to 
be done, nevertheless the employer 
acted as the overseer at all times. He 
was consulted during the course of the 
audit and kept a watchful eye on their 
services. He kept a record of the time 
that they spent on each audit, and 
they were paid, not by the job, but by 
the hours they spent on the work. 

“The CPAs were reimbursed for 
their transportation expenses and oc- 
casionally for meals. Once they ac- 
cepted an assignment they were not 
free to come and go as they pleased. 
They were expected to complete the 
audit, and while they were not neces- 
sarily required to work without in- 
terruption from start to finish, it is 
clear that the accountants felt ob- 
ligated to complete the audit in as 
short a time as possible, working as 
continuously as they could. 

“The relationship betwen the ac- 
countants and the employer cannot be 
governed by the label which the em- 
ployer chose to attach to their asso- 
ciation. The Division of Employment 
is not bound by the employer’s elec- 
tion to treat the CPAs as independent 
contractors or the CPAs’ willingness to 
be so regarded. The employer had the 
right to direct, control and supervise 
the CPAs and he exercised that right. 
Those engaged in professions can be 
employees. (Parsons Sanitarium, Inc., 
271 App. Div. 859, affirming Appeal 
Board, 12,630-46; Tri-Reme Realty 
Corp., 296 NY 566, affirming Appeal 
Board, 10,778-44; Philip Morganstein, 
274 App. Div. 866, affirming Appeal 
Board, 14,609-47.) 

“The conclusion that the CPAs 
were employees and not independent 


contractors is fortified by the fact that 
when two of them were originally 
hired, they were treated as employees. 
When the employer ceased making de- 
ductions from their remuneration there 
was no change in the nature of their 
services or the amount of direction 
and control to which they were sub- 
jected. Only a bookkeeping change 
was made which, of course, cannot 
change the essence of their relation- 
ship. 

“It seems to be the primary conten- 
tion of the employer’s estate that the 
CPAs were independent contractors 
because they worked for the employer 
part time and not full time. The Law 
makes no distinction between part-time 
and full-time employees insofar as cov- 
erage is concerned. (Matter of Stotz, 
281 App. Div. 726, affirming Appeal 
Board, 28,839-51.) The test is direc- 
tion, control and supervision, not the 
amount of time spent on the job. Here, 
there was sufficient direction and con- 
trol to make them employees. 

“EF was an independent contractor 
He was paid by the job, not by the 
hour. He was not directed or con- 
trolled as to the manner in which his 
services were rendered. The employer 
was only interested in the result. The 
difference between the relationship of 
the employer and EF and the em- 
ployer and the CPAs is obvious. It 
follows that the sums paid to EF 
should be excluded from the audit. 

“Decision: The determinations are 
modified to delete the sums paid to 
EF. Except for this modification, the 
determinations are sustained and the 
employer is liable accordingly.” 
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Federal Taxation 


Decisions and Rulings—BERNARD BARNETT, CPA 


Guest Editor 


Commentary 


—Committee on Federal Taxation 


Chairman, ARTHUR J. DIxon, CPA 


DECISIONS AND RULINGS 


MEDICAL EXPENSES—-TRAVEL AND 
LIVING COSTS 


In 1956 the taxpayer, Mr. Carasso 
was stricken with a serious illness and 
underwent two emergency operations. 
On the advice of his doctor, he flew 
to Bermuda for further convalescence 
accompanied by his wife. Mr. Car- 
asso’s health was such that he could 
not have made the trip alone. His 
wife performed such services as might 
have been performed by a nurse. On 
his 1956 tax return Mr. Carasso de- 
ducted, as medical expenses, the cost 
of transportation to Bermuda for both 
his wife and himself. He also treated 
as medical expenses the cost of meals 
and lodging while in Bermuda. The 
Commissioner disallowed these costs. 
Mr. Carasso appealed to the Tax 
Court. 

In a 1959 Tax Court case (Bilder, 
33 TC 155) the Court had disallowed 
the transportation costs incurred by 
the taxpayer’s wife who accompanied 
him to Florida pursuant to doctors’ 
orders. There was no evidence that 
she had performed a nurse’s duties. 
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In its decision, the Tax Court judges 
noted that they could not conclude 
that having Mrs. Bilder with him in 
Florida was a part of the treatment 
of Mr. Bilder’s serious heart disease. 
In Mr. Carasso’s case, however, the 
Tax Court allowed the deduction of 
the transportation costs for both Mr. 
and Mrs. Carasso (Carasso, 6/29/60, 
34 TC___ No. 65). As is true when a 
nurse accompanies a patient, Mrs. 
Carasso’s presence and assistance wert 
essential for his well-being. 

With respect to the allowance of 
the patient’s living expenses, however, 
Mr. Bilder came out ahead. The Tax 
Court found that his individual living 
expenses in Florida were proper med- 
ical deductions under Section 213. 
The Commissioner has stated that he 
does not acquiesce on this point. In 
Mr. Carasso’s case, however, the 
Tax Court denied him a deduction for 
any of his meals and lodging in Ber- 
muda. It based its decision on the 


Ep. Note. Richard S. Helstein, CPA, will 
resume his regular editorship of this de- 
partment with the November 1960 issue. 
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Congressional Committee Reports on 
the 1954 Code which, while specifi- 
ally permitting a deduction for trans- 
portation of the patient, indicated that 
the cost of meals and lodging were 
no longer deductible except as part 
of a hospital bill. This Congressional 
intent was not even mentioned in the 
Bilder decision. 

Suddenly, sixteen days after hand- 
ing down the Carasso decision, the 
Tax Court withdrew for reconsidera- 
tion its findings of fact and opinion. 
There has been speculation that the 
court may await the ruling on the 
appeal of the Bilder decision now 
pending before the Court of Appeals, 
Third Circuit. Unless it changes its 
opinion, the Tax Court in any new 
finding will presumably distinguish be- 
tween the facts in these two appar- 
ently contradictory decisions with re- 
respect to deductibility of the patient’s 
living costs. 


RESTRICTED STOCK OPTIONS— 
DISQUALIFICATION NOT RETROACTIVE 


Section 421 of the Code provides 
that the option price of a “restricted 
stock option” must be at least 85 per- 
cent of the market value of the stock 
at the time the option is granted. In 
order to make certain that an em- 
ployee stock option meets the 85 per- 
cent test, some companies have in- 
cluded in the option agreement a 
provision that if the Internal Revenue 
Service should determine that the op- 
tion price was less than 85 percent 
of the fair market value at the time 
the option was granted, the employee 
would pay the employer the additional 
amount necessary to satisfy the stat- 
utory requirements. Revenue Ruling 





BERNARD BARNETT, CPA, is a member 
of our Society’s Committee on Federal 
Taxation. Mr. Barnett is a partner in the 
firm of Apfel & Englander, certified pub- 
lie accountants. 


59-243, issued July 20, 1959, held 
that any plan containing such a pro- 
vision which requires the Treasury 
Department to assume the function of 
making determinations of fair market 
value for the purpose of fixing the 
option price would not qualify as a 
“restricted stock option.” Prior to the 
ruling many companies had included 
such a provision in option agreements 
acting in good faith. 

The Service has now recognized that 
the retroactive application of Revenue 
Ruling 59-243 would result in undue 
hardship in such cases where the op- 
tion would otherwise qualify but for 
such a_ price-redetermination provi- 
sion. A new ruling (Revenue Ruling 
60-242) cancels the retroactive effect 
of the prior ruling in the case of any 
option granted prior to July 20, 1959. 
The Commissioner states that such 
plans will not fail to qualify as “re- 
stricted stock options” solely because 
they contain such a provision. 


REVISED INFORMAL 
CONFERENCE PROCEDURES 


A taxpayer disagreeing with the 
findings of the agent examining his 
return normally receives a “10-day 
letter” offering him an informal con- 
ference with a conferee in the Dis- 
trict Director’s office. In the past, the 
designated conferee was often the 
agent’s group chief. Some practition- 
ers have questioned the utility of re- 
questing such an informal conference 
with the examining agent’s immediate 
superior who would normally uphold 
his subordinate’s determination. 

The Internal Revenue Service has 
recently revised its informal conference 
procedures with the announced objec- 
tive of encouraging more taxpayers to 
avail themselves of informal confer- 
ences and the opportunity to settle 
unresolved differences, if possible, at 
the earliest audit level. Each district 
office is now provided with a full-time 
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conference coordinator responsible for 
the direction and execution of the in- 
formal conference functions. Under 
the new procedures, taxpayers will 
have the opportunity to request that 
their conferences be heard by a con- 
feree, appointed by the coordinator, 
who will hold the conference inde- 
pendent of the examining officer’s 
group supervisor. This new procedure 
is to be followed not only in income 
tax cases but also with respect to 
estate, gift, excise and employment 
taxes. The Commissioner of Internal 
Revenue urges all taxpayers with un- 
resolved differences to make full use 
of the new informal conference pro- 
cedure. (Rev. Procedure 60-16.) 


DEPRECIATION—-USEFUL LIFE 
AND SALVAGE VALUE 


In last month’s issue this depart- 
ment reported the Supreme Court de- 
cisions in Massey, Evans and Hertz 
(Nos. 283, 141 and 143, 6/27/60) 
upholding the Government’s position 
that the useful life to be used in com- 
puting depreciation was not the eco- 
nomic life of the asset but only the 
period it was actually used in the tax- 
payer’s business. Massey, Evans and 
Hertz were in the automobile-renting 
business and it was held that their 
vehicles could only be depreciated 
over their useful business life of less 
than three years. In a case where the 
Commissioner argued the other side 
and used the four-year economic life 
as the determining factor, the result 
was substantial tax benefits to the tax- 
payer (Hillard et al. v. Commissioner, 
CA-5, 8/5/60). 

Hillard also operated an automo- 
bile-rental business. In the years in 
question he suffered losses from rental 
operations but realized substantial 
gains from the sale of rental vehicles 
which had outlived their usefulness. 
These gains were treated as capital 
gains under Section 117(j) 1939 Code 


(now Section 1231 of the 1954 Code), 
Hillard originally depreciated the car; 
on the basis of a three-year usefy! 
life. The Commissioner determined 
that the vehicles should have been 
depreciated on a four-year basis. Hil. 
lard agreed to this change. The only 
issue to be resolved by the court was 
the determination of the Commissioner 
that the cars sold were not Section 
117 (j) assets but constituted “prop. 
erty held by the taxpayer primarily 
for sale to customers in the ordinary 
course of his trade or business” and 
that therefore the gains on the sales 
constituted ordinary income. 

After the Massey, Evans and Hert; 
decisions were handed down, the 
Commissioner filed a supplemental 
brief informing the court that he had 
adopted an incorrect theory of depre- 
ciation and that he should have based 
it on the three-year useful life in the 
taxpayer’s business of leasing and 
renting cars. The Circuit Court, r- 
ferring to the Supreme Court’s deci- 
sions in Massey, etc., indicated that 
in this the Commissioner was correct 
but his discovery of his error came too 
late to permit any correction in the 
depreciation rate used. Turning to the 
point at issue, the court held that the 
automobiles were clearly not held pr: 
marily for sale to customers in the 
course of business and the gains redl- 
ized were properly capital gains. 

The Commissioner’s four-year use- 
ful life determination resulted in 3 
smaller depreciation deduction than 
that which Hillard had computed. Be- 
cause of the large losses from rentd 
operations which more than offset th 
disallowed depreciation, the disallow- 
ance resulted in no additional ta. 
However, the smaller depreciation a- 
lowed increased the adjusted basis o 
the cars sold and consequently d: 
creased the amount of capital gaits 
realized and the resulting tax. Hillard 
thus reaped benefits (and in amoutl 
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they were substantial), because the 
Commissioner took a view opposite to 
that which he took in the Massey, 
etc, decisions. 


MISCELLANY 


¢ Following the Commissioner’s an- 
nouncement that he will not follow the 
decision in Bressner Radio, Inc., 
CA-2, 267 F. (2d) 520, noted in this 
department in May 1960, he has been 
given strong backing by the Seventh 
Circuit in Streight Radio and Televi- 
sion, Inc. V. Commissioner, CA-7, 
7/28/60. In this case the Circuit 
Court of Appeals, affirming a Tax 
Court decision (33 TC 127), cited 
the Supreme Court’s holding in the 
Automobile Club of Michigan case 
(Automobile Club v. Comm., 353 US 
180) and ruled that the amounts re- 
ceived by Streight on service and re- 
pair contracts were received under a 
claim of right, without restriction as 
to their disposition. As such, the en- 
tire amount received in each year is 
considered to be income. Streight’s 
deferral of this income over the life 
of the service contract was struck 
down, Although the Seventh Circuit 
did not cite Bressner in its decision, 
the Tax Court had previously stated 
that it considered Bressner factually 
distinguishable. 

* Costs incurred by a corporation in 
connection with the issuance of its 
capital stock in payment of a stock 
dividend are not deductible as ordi- 
nary and necessary business expenses 
but are capital expenditures. (Rev. 
Rul. 60-254.) 

* Last year Congress amended Sec- 
tion 152(b)(2) to enlarge the defini- 
tion of the term “dependent” by, in 
effect, waiving the requirement that a 
child reside as a member of a tax- 
payer’s household for the entire tax- 
able year if the child were placed 
with the taxpayer by an authorized 
agency for legal adoption. The In- 


ternal Revenue Service has now ruled 
that amounts paid by an adopting 
parent for medical services rendered 
directly to a child before its place- 
ment in the adopting parent’s house 
constitute an allowable medical ex- 
pense provided that (1) the child 
qualifies as a dependent of the adopt- 
ing parent at the time the medical 
services were rendered or paid for; 
(2) the medical expenses are paid for 
the medical care of the particular child 
and are not paid merely as reimburse- 
ment for expenses incurred or paid by 
the agency prior to adoption negotia- 
tions; and (3) the adopting parent 
must clearly substantiate that any de- 
duction claimed is directly attributable 
to the medical care of the child. (Rev. 
Rul. 60-255.) 

e The Internal Revenue Service has 
ruled that legal expenses incurred to 
establish the fact that a municipal 
ordinance is not applicable to the tax- 
payer’s business are deductible as 
ordinary and necessary business ex- 
penses. The ordinance prohibited the 
operation of certain businesses within 
the municipal limits. The question as 
to whether an expenditure is classifi- 
able as a business expense or as a 
capital expenditure is one of fact. 
Costs which must be capitalized are 
not limited to the purchase of physical 
assets but include legal expenses in- 
curred in defending or perfecting title 
to property. However, as in the facts 
set forth in the ruling, when the legal 
costs incurred were directly connected 
with the use and enjoyment of a busi- 
ness asset, rather than with its acqui- 
sition, replacement or improvement, 
the deduction of such expenses will 
be allowed. A previously issued rul- 
ing was modified to remove the im- 
plication that legal expenses ir.urred 
to protect the continued use of prop- 
erty for income-producing purposes 
are capital expenditures. (Rev. Rul. 
60-261.) 
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COMMENTARY 


DISTRIBUTION OF TAX REFUND 
CLAIMS IN SECTION 337 LIQUIDATION 


Section 337 of the Internal Revenue 
Code of 1954 provides that no gain or 
loss shall be recognized to a corpora- 
tion from the sale of certain property 
during the 12-month period beginning 
on the date of the adoption of a plan 
of complete liquidation if, among other 
conditions, all its assets (except those 
retained to meet claims) are distrib- 
uted in complete liquidation during 
such 12-month period. The Regula- 
tions provide that, although assets may 
be retained after this 12-month period 
to meet claims (including unascer- 
tained or contingent liabilities or ex- 
penses), they must be specifically set 
apart for that purpose and must be 
reasonable in amount in relation to 
the items involved. 

It is not unusual for a corporation 
which realizes large gains (not recog- 
nized under Section 337) to have a 
net operating loss in the taxable period 
ending with its complete liquidation. 
Such a loss may be attributable to 
one or more factors, for example, 
ordinary operations which are eco- 
nomically unprofitable, expenses in- 
curred in liquidation, abandonments, 
or write-offs of items not previously 
deductible such as organization ex- 
penses incurred prior to 1954. Time 
pressures imposed by a 12-month 
liquidation, particularly when the cor- 
poration is disposing of real estate or 
machinery, may result in the failure 
to notice the existence of a current net 
operating loss. Apart from this, a 
corporation may have a tax refund 
claim other than one resulting from the 
carryback of a current net operating 
loss. 

A claim for refund may often ex- 
ceed the amount reasonably needed to 
meet claims. In such a case, dis- 
tribution of the claim to stockholders 


or to a trust for their benefit is vita 
to enable the corporation to meet the 
complete liquidation requirement of 
Section 337. Failure to distribute the 
claim would result in the recognition 
of the gains realized on every asset 
sold by the corporation — a result 
which could be quite costly. 


It is to be noted that under the 
statute prohibiting assignment of claims 
against the United States (31 U.S.C. 
Section 203) a corporation is unable 
to assign its claims for refund to a 
third party. Fortunately the courts 
have found, at least in other areas, 
that the transfer of a corporation’ 
claims to its shareholders, as part of 
a complete liquidation, is not within 
the scope of the evils at which the 
prohibitions of the statute are directed, 
since there is no change in beneficial 
interests in the claim. See, for ex- 
ample, Novo Trading Corp. v. Com- 
missioner, 113 F. (2d) 320 (2d Cit. 
1940); Kenney-Lindstrom Foundation, 
Inc. v. U. S., 60-2 USTC para. 962 
(D. C. Iowa 8/16/60). This rationale 
points to the conclusion that a ta 
claim should be assigned to all share- 
holders directly in proportion to theit 
stock interests. 


CHARITABLE DEDUCTIONS OF ESTATES 


Section 642 (c) of the Interma 
Revenue Code specifies that an estate 
can take a deduction for a gift to 
charity only when made “pursuant t0 
the terms of the governing instrument. 
Suppose that the decedent’s will did 
not provide for a charitable gift o 
bequest, but that after the death of the 
decedent his estate continued for 3 
limited period as a member of the 
partnership in which he had bee 4 
partner. During the taxable year it 
question, the partnership has mat 
charitable contributions. May the 
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estate take a deduction on its fiduciary 
income tax return for its proportionate 
share of the charitable gifts made by 
the partnership in spite of Section 
642 (c)? 

This problem has been specifically 
considered in at least two Tax Court 
decisions — Estate of Aaron Lowen- 
stein, 12 TC 694, affd. CA-5 (1950) 
and Estate of A. Bluestein, 15 TC 770 
(1950). In its opinion in the Lowen- 
stein case, the Tax Court gave its 
answer that “the charitable gifts were 
made not by the decedent’s estate, but 
by the partnership as a business unit. 
_,.We think that the deduction should 
have been allowed to the decedent’s 
estate as well as to the active partners. 
The fact is that the estate never re- 
ceived the amount representing its 
portion of the charitable gifts. They 
were deducted from partnership income 
before its share of the earnings was 
ever determined... .” The Bluestein 
decision also ruled that the deceased 
partner’s estate could deduct its pro- 
portionate share of partnership con- 
tributions even though the decedent’s 
will did not contain a charitable legacy 
or gift. 
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DISTRIBUTION OF MONEY REQUIRED 
BY SUBCHAPTER S CORPORATIONS 


In the July 1960 issue (p. 504), 
this department commented on the im- 
portance of timing the distributions by 
Subchapter S corporations. 

A corporation which is not subject 
to Subchapter S can make a distribu- 
tion out of earnings and profits in 
property, which includes money, secu- 
rities, and indebtedness of the corpo- 
ration. For a Subchapter S corpora- 
tion, however, only distributions in 
money are deemed to be distributions 
of undistributed taxable income (of the 
current year) and distributions of 
previously taxed income (of prior 
years). (See Regulations Section 
1.1373-1(h) and Section 1.1375-4.) 


In the item referred to, the facts were 
as follows: 


A Subchapter S$ corporation earned 
$30,000 in its fiscal year ended March 
31, 1959 and $40,000 in the subse- 
quent fiscal year. After the March 
31, 1959 year-end audit had been com- 
pleted it distributed the $30,000 profit 
to its stockholders on June 15, 1959. 
Accordingly, we pointed out that the 
stockholders were required to report 
$60,000 as income for 1959, under 
Regulations Section 1.1375-4. We 
indicated that if the $30,000 had been 
distributed between January 1, 1959 
and March 31, 1959, inclusive, the 
stockholders would only have had to 
report $30,000 as income for 1959. 
The requirements for a distribution in 
money pose an interesting problem 
where the corporate activities during 
this period require the use of its work- 
ing capital for inventory accumulation. 

The issuance of notes of the corpora- 
tion to its stockholders on or prior to 
March 31, 1959, payable in cash after 
March 31, 1959, will not be recog- 
nized as a distribution for this purpose 
according to Regulations Section 
1.1373-1(d). To avoid the doubling 
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up of taxable income to the stock- 
holders in 1959, the corporation must 
borrow the money to be distributed by 
March 31, 1959. The alternative is to 
avoid making any distributions to 
stockholders for the remainder of 1959. 
Either situation may create hardship. 
In the prior instance, the corporation’s 
credit may not warrant further loans at 
regular interest rates. On the other 
hand, it appears to be unfair to stock- 
holders to be required to wait until 
after the end of the calendar year to 
be able to withdraw the earnings of 
the Subchapter S corporation. 

Since the requirement of distribu- 
tion in money is in accordance with 
IRC Section 1373 (c), the Regula- 
tions are not at fault. To correct this 
apparently unintended hardship to 
stockholders, statutory changes may be 
required. 


rTAXABILITY OF PROCEEDS OF PENSION 
PLAN IN EVENT OF DEATH 


If the entire proceeds of an em- 
ployer-financed qualified pension plan 
are distributed to a named beneficiary 
of a deceased employee within one 
taxable year of such beneficiary, they 
are taxed at long-term capital gain 
rates. However, certain provisions of 
the Code permit exclusions in arriving 
at the amount to be taxed as a long- 
term gain. Section 101 (b) permits 
the first $5,000 of such proceeds to be 
excluded as an employee death benefit 
provided, of course, that there have 
been no other such death benefits 
which, in the aggregate, cannot exceed 
$5,000. 

If the employer’s contributions are 
invested with a life insurance com- 
pany for the purchase of a retirement 
income, endowment or other life in- 
surance contract for the employee, 
further amounts are excludable. Regu- 
lations Section 1.402 (a) (1) (a) 
provides for the elimination from the 
taxable amount of the portion of 


the premium attributable to the life 
insurance risk (which the employee 
has previously included in gross jp. 
come), plus the portion of the life 
insurance attributable to the risk ele. 
ment. 

The following example is to te 
found in Section 1.402(a)-1(a) (4) 
(iii) of the Regulations: 


$ 
Lump sum payable at date of death 25,000 
Cash value of contract immediately 
MCIGTE CCAM 6c cciesssesscessacamcers 11,000 


Excess over cash value, excludable 


under Section 101 (a) ................ 14,000 
Cash value subject to limited ex- 

clusion under Section 101 (b) .... 11,000 
Death benefit excludable under Sec- 

UES ARR UIENY ceacevcsccescocencacczscecnsces 5,000 
BALANCE OK AIO soci sccicsicctasiccsexscuncees 6,000 
Portion of premiums previously 

taxable to employee .................... 940 
Balance taxable as long-term capi- 

CE BRET, sciccshc acess cveondactseseecsr ere 5,060 


Section 2039 (c) provides for e- 
tate tax exemption on the entire 
amount, except the portion attribut- 
able to contributions of the decedent, 
provided the beneficiary is one other 
than the estate of the decedent. 

The foregoing illustrates one of the 
benefits of a qualified pension plan. 
In the example given, out of a total 
death payment of $25,000, only $5,060 
is taxable as a long-term capital gain, 
and the entire sum is exempt from 
estate tax. 


EFFECT OF DEATH ON A COVENANT 
NOT TO COMPETE 


Generally, where the purchaser o 
a business seeks to eliminate potential 
competition by the seller, and as pat 
of the deal he obtains the seller’s cov 
enant not to enter into a competitive 
business for a definite period of time, 





the cost of such a covenant is d 
ductible by him over the period of th | 
non-campete agreement. To be dé 
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ductible it must be clearly identifiable 
with a definite value and must be dis- 
tinguished from the purchase of the 
wodwill of the business which would 
be a non-deductible capital expendi- 
ture. 

Where the covenantor dies during 
the period of the covenant, a prob- 
lem arises as to the proper tax treat- 
ment of the unamortized portion of 
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the cost. There do not seem to be 
any court decisions or rulings deal- 
ing with the problem. 

Let us consider first the instance 
where there is a covenant not to com- 
pete for a ten-year period. Payment 
in full consideration for the covenant 
is made concurrently with the pur- 
chase of the business. The seller dies 
after three years have elapsed. Must 
the purchaser continue to amortize the 
balance over the original period or 
can he claim the entire amount as a 
deduction in the year in which death 
occurred? It would seem that the 
death of the seller has destroyed what- 
ever value the asset possessed and, 
therefore, the unamortized amount can 
be deducted in the year of death. 

Suppose instead of a complete pay- 
ment in the year of purchase of the 
business, installment payments are 
made over the period of the restric- 
tion with the proviso that in the event 
of the death of the covenantor the pay- 
ments are to continue for the remain- 
der of the term but are payable to 
his widow or heirs. Under these facts 
it would seem that the correct treat- 
ment is to consider the contract as 
the acquisition of an amortizable in- 
tangible asset, with payment deferred, 
so that the unamortized balance 
should, as in the first example, be 
deductible in the year of death. 

Is the circumstance of the cove: 
nantor’s death (or the provision for 
this eventuality in the contract) any 
evidence that the agreement was actu- 
ally a disguised disposition of good- 
will? On this question, the follow- 
ing points should be considered: 


1. Where the life expectancy of 
the restrained individual is greater 
than the period of the covenant, the 
fact that he died prior to the expira- 
tion of the term should not destroy 
the validity of the covenant even if 
he elected to receive these payments 
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in installments. He did not warrant 
that he would remain alive to the end 
of the term in order to insure that he 
received the entire amount for which 
he had bargained. Here death is the 
unexpected factor. 

2. Similarly, the fact that the 
seller’s life expectancy may be less 
than the term of the covenant should 
not cast doubt upon its validity. Prac- 
tically all that the buyer is obtaining 
is a covenant for the term of the 
seller’s life expectancy, but to insure 
himself against any possible adverse 
competition at the end of the life- 
expectancy period, he has sought as- 
surances for a longer period of time. 
In this situation it may be proper for 
the covenant to be amortized over 
the life expectancy of the covenantor 
rather than over the period of the 
covenant since this would appear to 
represent the true intention of the 
parties. 


GIFTS IN CONTEMPLATION OF DEATH 
MAY BE ADVANTAGEOUS 


At times a person who is ill, par- 
ticularly if he has reached an advanced 
age, will hesitate making a substantial 
gift under the impression that if he 
does die within three years, his estate 
will be adversely affected. He may 
assume this to be true because of the 
presumption contained in Section 2035 
(b) that gifts made within three years 
prior to death were made in contem- 
plation of death and as such are in- 
cludible in the gross estate and subject 
to the federal estate tax. A closer 
examination of the problem will reveal 
that, on the contrary, the making of 
such a gift wili often result in over-all 
estate tax savings. 

Of course, if the donor does survive 
the statutory three-year period, the 
gift will only be subject to the nor- 
mally lower gift tax and regardless of 
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actual motive will be excluded fron 
estate taxation. Section 2035 (b) Spe. 
cifically states that the contemplation. 
of-death rule is inapplicable to gif 
made more than three years befor 
the decedent’s death. Where, hoy. 
ever, the donor of the gift does die 
within three years after the date of 
gift, it still may be possible to succes. 
fully rebut the statutory presumption 
of contemplation of death. This ma 
be effected by showing that the pr. 
dominant reasons for the gift wer 
motivated by contemplation of lif 
(i.e., to save income taxes, etc.) rather 
than death. If the rebuttal is succes. 
ful, the gift would only be subject to 
the gift tax and not to the estate ta. 
Even where the gift is determined to 
have been made in contemplation of 
death, the making of such a gift would 
still normally have been advantageous. 
In such case, the donor’s gross estate 
will, of course, include the property 
which was “gifted”—just as it would 
if the gift had not been made. The 
advantage in making the gift, however, 
lies in the exclusion of the gift tax from 
the taxable estate subject to estate ta. 
This will be true even if the gift ta 
had not been paid at the date of death. 
The gift tax liability would then bk 
allowed as a deductible debt of the 
decedent in computing the taxable 
estate. This would reduce the estate 
tax. In addition, there is a credit a: 
lowed against the estate tax for th 
gift tax paid on a gift in contemplation 
of death included in the gross estate 
There are, of course, certain limite 
tions upon the gift tax credit (st 
Section 2012). Generally, howeve, 
all or most of the gift tax can be take 
as a credit against the estate tat 
Therefore, as a result of the combi 
nation of the deduction and credit 
referred to above, a gift, though hel 
to be in contemplation of death, ' 
usually produce an over-all tax savil} 
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$150 WEEKLY BENEFIT 


e Now available under N. Y. State Society of CPA’s Accident and 


Sickness Insurance Plan to members under age 60. 


¢ Provides income at $7,800 yearly for 5 years in case of Accident 


and for 2 years in case of Sickness. 


Send for brochure and application form. 


HERBERT L. JAMISON & Co. 


Brokers for Society’s Group Accident & Health Insurance Plan 


270 MADISON AVENUE, NEW YORK 16 ° MUrray Hill 9-1104 
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RECEIVABLE 
LOANS 
aK 
LOWEST RATES 


NON-NOTIFICATION 
aK 


Members of Assoc. Commercial Finance 
Companies, Inc. and New York Credit and 
Financial Management Assoc. 






















Ser ving Your Clients 25 Years ae Morten. Jolles 


“ae 


SERVICE FACTORS CO. 





450 SEVENTH AVE. NEW YORK, N. Y. 
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Classified Section 


RATES: ‘‘Help Wanted” 20¢ a word, minimum $5.00. 
“Business Opportunities” 15¢ a word, minimum $3.00. Box number, when used, is two 


Closing date, 10th of month preceding date of issue. 


$2.00. 
words. 


“Situations Wanted” 10¢ a word, minimum 


ADDRESS FOR ee ~~ number, The New York Certified Public Accountant, 355 Lexington 


Avenue, New York 17, 


HELP WANTED 
Lecturer in auditing and/or theory for 
CPA examinations preparatory course lo- 
cated in New York City. Must have ability 
to keep interest and attention of class, teach- 
ing experience required. Write stating quali- 
fications, experience, etc. Box 2130. 
Senior Accountant, minimum of five years 
diversified public accounting experience, 
Southern California, $7,200.00—$8,000.00. 
Box 2131. 
Senior, varied experience, partnership po- 
tential, New York and Long Island CPA 
firm, state full particulars. Box 2145. 
Part-time, per diem, tax period, approxi- 
mately eight to ten days per month, closing 
and tax work, real estate experience help- 
ful, state experience, availability, compen- 
sation. Box 2146. 


SITUATIONS WANTED 
Financial Reports, tax returns, etc., typed 
and checked expertly by qualified and highly 
experienced typist, electric, good service. 
Corona, MU 7-3890, FI 7-1312. 


Accountants’ Reports expertly typed, IBM, 
accuracy and quality guaranteed, low over- 
head equals low rates. Miss Claire, MU 
2-0326, evenings and weekends LE 4-8336. 
CPA, 25 years public experience in all 
phases of accounting with emphasis on in- 
stitutions, non-profits fund-raising, hospitals, 
investments, funds, real estate, etc., seek- 
ing part-time or per diem work. Box 2132. 
CPA, tax experienced, seeks per diem ar- 
rangement with accountants involving tax 
preparation or checking, research, etc. Box 
2133. 

Accountant, CPA, member of the Society, 
diversified and heavy experience, seeks per 
diem position, permanent basis. Box 2134. 
CPA, own practice past 12 years, former 
revenue agent, available 6 to 8 days 
monthly. Box 2135. 

CPA, AICPA, NYSSCPA, 7 years exper- 
ience, seeks four days weekly one or more 
CPAs per diem. Box 2147. 
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CPA, 33, twelve years diversified public 
accounting experience, seeks challenging 
position in public or industry. Box 2148, 
CPA, heavy tax and audit experience, 39, 
available to accountants 6-9 days per month, 
principally for taxes. Box 2151. 

CPA, 33, 12 years experience in all phases 
of accounting, formerly junior partner in 
10 man firm, seeks per diem arrangement, 
3-4 days per week. Box 2158. 

CPA, heavy tax, audit and diversified ex. 
perience, available 6 to 10 days per month, 
per diem. Box 2159. 

Assistant Controller, office manager, CPA, 
shirt sleeve executive, mature, reliable, 
many years experience, seeks responsible 
position, private industry, salary open. Box 
2161. 

CPA, Society member, 10 years experience, 
seeks per diem work on Long Island 3 days 
weekly. Box 2164. 

Administrative, financial executive, CPA, 
seeks growth situation on management team 
that can use a Mr. Inside CPA responsible 
for converting facts and figures into profit 
sense. Box 2165. 

CPA, diversified tax. audit and reviewing 
experience, desires per diem, available 35 
days monthly. Box 2166. 


BUSINESS OPPORTUNITIES 
Mail and Telephone Service, desk provided 
for interviewing, $7.00 per month, directory 
listing. Modern Business Service, 505 Fifth 
Avenue (42nd Street). 
Practice Wanted, substantial terms, know: 
how offered overburdened or retiring prat- 
titioner, CPA, N. Y., N. J., AICPA, IE 
MBA. Box 2136. 
Well Equipped CPA Firm, will purchase al 
or part of the practice of overburdened of 
retiring accountants, substantial cash or at 
tractive retirement arrangements will b& 
offered. Box 2137. 
CPA, Society member, competent, expét 
enced, with own modest practice, will pur 
chase or service small number of account. 
Box 2139. 
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BUSINESS OPPORTUNITIES 
we Act As Your Secretary, mail, telephone 
service, $5.00 per month, mail and messages 
forwarded, private desks and offices avail- 
able, convenient to all transportation. 
Abbott Service, 147 W. 42nd St., Cor. 
Broadway. 
For Rent, air-conditioned attorney’s suite, 
private rooms, recently completed, beautiful 
decor, facilities, extra space available dur- 
ing tax season, individual or small firm, 
moderate. WOrth 2-1655. 
Practice or individual accounts wanted for 
purchase by CPA with 20 years experience, 
no account considered too small. Box 2138. 
Small Offices, Desk Spaces, suited to your 
needs, cheerful, air-conditioned. Telephone 
and secretarial services available. Suite 668, 
11 Broadway, WH 4-0157. 
CPA, over twenty years of diversified pub- 
lic accounting experience, has $8,000 gross 
and free time, seeks association with over- 
burdened practitioner. Box 2140. 
CPA, attorney, 38, own practice, seeks op- 
portunity to put ability and experience to 
maximum use by association or partnership 
with single practitioner or firm. Cash avail- 
able if required. Box 2141. 
For Sale, used Multilith 80 and Gestetner 
11-E reproducing machines, good condi- 
tion, appointment call OX 7-0320. 
CPA, highly qualified, $16,000 practice, 
40% available time, seeks partnership, Nas- 
sau area preferred, will purchase interest 
if necessary. Box 2142. 
CPA, MBA, 38, heavy public experience, 
available 50%, desires per diem arrange- 
ment leading to association or partnership, 
cash available. Box 2143. 
CPA, 43, former revenue agent, self-sustain- 
ing practice past ten years, available time, 
seeks per diem arrangement leading to part- 
nership. Box 2144. 
For Rent, 44th St. east, attractive private 
office for CPA, or two share, sunny and 
newest lighting. YU 6-3075. 
42 St. 11 W., light office to share, carpeted, 
furnished, Prentice Hall Service available, 
single practitioner, telephone answered, 
reasonable. Box 2149. 
CPA, with fully equipped office, including 
complete tax library, Empire State Building, 
desires arrangement with individual prac- 
titioner to share secretarial service, men and 
space. Box 2150. 
Office, Private, midtown, in accountant’s 
suite, air-conditioned, 2 windows, carpeted, 


approx. 10%’ x 12’. Will rent or exchange 
for services. WI 7-2345. 


For Rent, 475 Fifth Ave., air-conditioned 
private office, in CPA suite, or share fur- 
nished, secretarial space available. MU 
5-0663. 


Wall Street, one large air-conditioned room 
available immediately in attorney’s suite, 
HAnover 2-0448. 


CPA, attorney, AICPA, NYSSCPA, modest 
practice, seeks association or per diem ar- 
rangement with practitioner planning re- 
tirement, reduced activity. Box 2152. 


For Rent, air-conditioned office in CPA firm 
midtown suite to individual CPA interested 
in sharing some personnel and office serv- 
ices with view toward possible future as- 
sociation. Box 2153. 


CPA, has space in midtown suite, air-con- 
ditioned, beautiful decor, object sharing 
staff facilities and other mutual benefits 
leading to possible merger. Box 2154. 


CPA, modest practice, seeks association or 
per diem arrangement with practitioner 
planning retirement. Box 2155. 


CPA, modest practice, will service accounts 
on per diem basis, ultimate aim purchase 
of accounts. Box 2156. 


CPA, Society member, modest practice, wil) 
buy entire practice, individual accounts, or 
other arrangements for mutual convenience. 
Box 2157. 


Wanted, midtown area two private offices 
or one large office. Will share portion of 
office services. CPA firm. Box 2160. 


CPA, attorney, Sabbath-observer, own firm, 
seeks for growth an associate with own 
practice to explore partnership possibility. 
Box 2162. 


CPA, 35, seeks association with overbur- 
dened or retirement conscious practitioner; 
desires to purchase or manage practice or 
individual accounts. Box 2163. 


CPA, 42, medium size practice, seeks part- 
nership with established firm, substantial 
capital available. Box 2167. 


Accountants Service Center offers a place 
to keep things, obtain phone answering 
service, receive mail, meet a client, do tax 
research, get reports typed and other 
chores handled in exchange for an econom- 
ical sum. Cost can be as low as $5 a 
month. A whole floor of office and desk 
spaces at 120 Liberty Street, BArclay 
7-58 16. 
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REFER YOUR CLIENTS 
TO JAMES TALCOTT, INC. 


for revolving capital funds to grow on 


Do your clients have working capital problems arising 
from increased production, growing accounts receivable 
and inventories? Or have they a need to modernize plant 
and equipment to remain competitive? Or have bank 
lending services been lost for one reason or another? 
Talcott’s Flexible Financing Plans can provide the revolv- 
ing capital funds needed. Leading firms in almost every 
industry have grown profitably through the use of 
Talcott’s specialized services. If your clients are looking 
ahead to progress, look to Talcott for financing plans 
derived from 106 years of credit and financing service 
to American industry. 


Talcott Financing Services... 


« Accounts Receivable (Non-Notification) 

e Factoring (Notification & Non-Notification) 

e Inventories and Equipment Mortgages 

e Industrial Time Sales « Leasing *» Rediscounting 


ZoUNbED (854 


221 Fourth Avenue, New York 3, N. Y. * ORegon 7-3000 
Other Talcott Offices Serving: CHICAGO « DETROIT « BOSTON e ATLANTA « LOS ANGELES 
728 @ THE NEW YORK CERTIFIED PUBLIC ACCOUNTANT OCTOBER 1960 «e@gpeos: [ 
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SEND FOR OUR 1960-61 CATALOG * 
of TRANSLUCENT TAX & REPORT FORMS 


Get set now—for your 1961 needs 
— with Transface Diazo Master 
paper, used for years by America’s 


Master leading accounting, financial, 


insurance and industrial organiza- 








tions. With Diazo Master paper, you will enjoy precision repro- 
duction at high speed — you'll save time, work and money. 


Here are Transface 
Diazo Master Features: 


Largest and most complete catalog — see contents below. 
All forms printed double-sided, by the originators 
of double sided printing 


Needs no carbon backing 
Soft leads not necessary — can use mechanical pencils — heavy pressure not necessary 


Stepped up printing speed — fastest in the U. S. 
Will not curl under continued use 

Trouble-free sheet separation * No hazy prints 
Reproducible year after year from master form 


Catalog Contents 


Every approved Federal, State, as well as local tax forms. Total of 
132 available, as folders — flats — collated — individual pages 
Specifications and regulations for reproduction 

40 newly created accounting work schedules 

Reproducing and non-reproducing analysis pads 

The Tax Organizer, by $. Jay Lasser 

Financial report forms 

Accessory supplies for finest reproduction 


T RA N § FA C E PROCESS COMPANY 


DIVISION: PEDECO PRINTING CORP. 


170 VARICK STREET, NEW YORK 13, N.Y. 


THE NATION’S LARGEST MANUFACTURING PRINTERS 
OF TRANSLUCENT FORMS 


Distributors and dealers from coast to coast 











“There is somethin 
that is much mor 
scarce, somethi j 
rarer than ability 


It is the ability t 
recognize ability." 


1 


FRoBert Flac 


PERSONNEL AGENCIE 


130 WEST 42 STREET, NEW YORK 36, Wt 


LOngacre 4-383 


controllers 
treasurers 
internal accountants 
cost/budget men 
systems men 
tax men 
internal auditors 
office managers 
bookkeepers 

and, of course 
public accountants 
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DIRECTED BY A CERTIFIED PUBLIC ACCO! 








